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Cautionary Statement Regarding Forward-Looking Information

When we make statements containing projections, estimates or assumptions about our revenues,
income and other Ñnancial items, our plans for the future, future economic performance, transactions for
the sale of parts of our operations and Ñnancings related thereto, we are making ""forward-looking
statements.'' Forward-looking statements relate to future events and anticipated revenues, earnings,
business strategies, competitive position or other aspects of our operations or operating results. In many
cases you can identify forward-looking statements by terminology such as ""anticipate,'' ""estimate,''
""believe,'' ""continue,'' ""could,'' ""intend,'' ""may,'' ""plan,'' ""potential,'' ""predict,'' ""should,'' ""will,'' ""expect,''
""objective,'' ""projection,'' ""forecast,'' ""goal,'' ""guidance,'' ""outlook,'' ""eÅort,'' ""target'' and other similar
words. However, the absence of these words does not mean that the statements are not forward-looking.
Although we believe that the expectations and the underlying assumptions reÖected in our forward-looking
statements are reasonable, there can be no assurance that these expectations will prove to be correct.
Forward-looking statements are not guarantees of future performance or events. Such statements involve a
number of risks and uncertainties, and actual results may diÅer materially from the results discussed in the
forward-looking statements.

Among other things, the matters described in ""Management's Discussion and Analysis of Financial
Condition and Results of Operations Ì Risk Factors'' in Item 7 of this report and note 15 to our
consolidated Ñnancial statements could cause actual results to diÅer materially from those expressed or
implied in our forward-looking statements.

Each forward-looking statement speaks only as of the date of the particular statement and we
undertake no obligation to publicly update or revise any forward-looking statement, whether as a result of
new information, future events or otherwise.
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Glossary of Terms

The following terms are used in this report:

APB No. 25 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Accounting Principles Board Opinion No. 25, ""Accounting for
Stock Issued to Employees.''

Bcf ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ one billion cubic feet of natural gas.

Cal ISO ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California Independent System Operator.

Cal PXÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California Power Exchange.

CDWRÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California Department of Water.

CenterPoint ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ CenterPoint Energy, Inc., on and after August 31, 2002 and
Reliant Energy, Incorporated prior to August 31, 2002.

CenterPoint Plans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ CenterPoint Long-Term Incentive Compensation Plan and
certain other incentive compensation plans of CenterPoint.

CERCLA ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Comprehensive Environmental Response Corporation and
Liability Act of 1980.

CFTCÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Commodity Futures Trading Commission.

Channelview ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Energy Channelview L.P.

CO2 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Carbon dioxide.

Distribution ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ the distribution of approximately 83% of our common stock
owned by CenterPoint to its stockholders on September 30,
2002.

EBIT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ earnings (loss) before interest expense, interest income and
income taxes.

EBITDA ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ earnings (loss) before interest expense, interest income, income
taxes, depreciation and amortization expense.

ECAR Market ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ the wholesale electric market operated by East Central Area
Reliability Coordination Council.

EITF ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Emerging Issues Task Force.

EITF No. 98-10 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ EITF Issue No. 98-10, ""Accounting for Contracts Involved in
Energy Trading and Risk Management Activities.''

EITF No. 02-03 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ EITF Issue No. 02-03, ""Issues Related to Accounting for
Contracts Involved in Energy Trading and Risk Management
Activities.''

EITF No. 03-11 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ EITF Issue No. 03-11, ""Reporting Realized Gains and Losses
on Derivative Instruments that are Subject to FASB Statement
No. 133 and Not ""Held for Trading Purposes'' as DeÑned in
EITF Issue No. 02-03.''

Enron ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Enron Corp. and its aÇliates.

EPA ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ United States Environmental Protection Agency.

ERCOT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Electric Reliability Council of Texas.

ERCOT ISOÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ ERCOT Independent System Operator.
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ERCOT Region ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ the electric market operated by ERCOT.

ESPP ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Resources Employee Stock Purchase Plan.

FASBÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Financial Accounting Standards Board.

FERCÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Federal Energy Regulatory Commission.

FIN No. 45 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ FASB Interpretation No. 45, ""Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Direct
Guarantees of Indebtedness of Others.''

FIN No. 46 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ FASB Interpretation No. 46, ""Consolidation of Variable Interest
Entities, an Interpretation of ARB No. 51.''

FIN No. 46R ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ FASB Interpretation No. 46 (revised December 2003),
""Consolidation of Variable Interest Entities, an Interpretation of
ARB No. 51.''

GAAP ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ United States generally accepted accounting principles.

GWh ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ gigawatt hour.

IPOÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ our initial public oÅering in May 2001.

ISOÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ independent system operator.

KWh ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ kilowatt hour.

LEP ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Liberty Electric Power, LLC, one of our subsidiaries.

Liberty ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Liberty Electric PA, LLC, one of our subsidiaries.

LIBORÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ London inter-bank oÅered rate.

MACT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Maximum Achievable Control Technology.

MAIN Market ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ the wholesale electric market operated by Mid-America
Interconnected Network.

MISOÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Midwest Independent Transmission System Operator.

MISO MarketÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ the wholesale electric market operated by MISO, primarily in all
parts of Iowa, Kentucky, Michigan, Minnesota, Missouri,
Nebraska, North Dakota and South Dakota.

MMbtu ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ one million British thermal units.

MW ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ megawatts.

MWh ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ megawatt hour.

NEAÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ NEA, B.V., formerly the coordinating body for the Dutch
electric generating sector.

NOx ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Nitrogen oxides.

NYISO ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ New York Independent System Operator.

NY Market ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ the wholesale electric market operated by NYISO in the state of
New York.

Orion CapitalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Orion Power Capital, LLC, one of our subsidiaries.

Orion MidWestÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Orion Power MidWest, L.P., one of our subsidiaries.

Orion NY ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Orion Power New York, L.P., one of our subsidiaries.
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Orion Power ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Orion Power Holdings and its subsidiaries.

Orion Power Holdings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Orion Power Holdings, Inc., one of our subsidiaries.

OTCÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ over-the-counter market.

PEDFA ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania Economic Development Financing Authority.

PG&E ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ PaciÑc Gas and Electric.

PJM ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ PJM Interconnection, LLC.

PJM Market ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ the wholesale electric market operated by PJM primarily in all
or parts of Delaware, the District of Columbia, Maryland, New
Jersey, Ohio, Pennsylvania, Virginia and West Virginia.

POLRÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ provider of last resort.

PUCTÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Public Utility Commission of Texas.

PUHCAÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Public Utility Holding Company Act of 1935.

QSPEÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ qualiÑed special purpose entity.

RE BVÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Energy Europe B.V., formerly one of our subsidiaries.

RECE ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Energy Capital (Europe), Inc., one of our subsidiaries.

Reliant Energy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Energy, Incorporated and its subsidiaries.

Reliant Energy Services ÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Energy Services, Inc., one of our subsidiaries.

Reliant Resources ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Resources, Inc.

REMAÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Energy Mid-Atlantic Power Holdings, LLC, one of our
subsidiaries, and its subsidiaries.

REPG ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Energy Power Generation, Inc., one of our subsidiaries.

REPGB ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Reliant Energy Power Generation Benelux, B.V., formerly one of
our subsidiaries.

RTOÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ regional transmission organizations.

SCE ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Southern California Edison Company.

SEC ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Securities and Exchange Commission.

SFAS ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Statement of Financial Accounting Standards.

SFAS No. 123 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ SFAS No. 123, ""Accounting for Stock Based Compensation.''

SFAS No. 132 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ SFAS No. 132, ""Employers' Disclosures about Pensions and
Other Postretirement BeneÑts.''

SFAS No. 132 (Revised 2003) ÏÏÏÏÏÏ SFAS No. 132 (Revised 2003), ""Employers' Disclosures about
Pensions and Other Postretirement BeneÑts Ì An Amendment
of FASB Statements No. 87, 88 and 106.''

SFAS No. 133 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ SFAS No. 133, ""Accounting for Derivative Instruments and
Hedging Activities,'' as amended.

SFAS No. 141 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ SFAS No. 141, ""Business Combinations.''

SFAS No. 142 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ SFAS No. 142, ""Goodwill and Other Intangible Assets.''

SFAS No. 143 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ SFAS No. 143, ""Accounting for Asset Retirement Obligations.''
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SFAS No. 144 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ SFAS No. 144, ""Accounting for Impairment or Disposal of
Long-Lived Assets.''

SFAS No. 148 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ SFAS No. 148, ""Accounting for Stock Based Compensation Ì
Transition and Disclosure, an amendment to SFAS No. 123.''

SFAS No. 149 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ SFAS No. 149, ""Amendment of Statement 133 on Derivative
Instruments and Hedging Activities.''

SO2ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Sulfur dioxide.

Spark spread ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ the diÅerence between power prices and natural gas fuel costs.

SRP ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Salt River Agricultural Improvement and Power District.

Texas electric restructuring lawÏÏÏÏÏÏÏ Texas Electric Choice Plan adopted by the Texas legislature in
June 1999.

Texas Genco ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Texas Genco, LP and its subsidiaries and Texas Genco Holdings,
Inc., and its subsidiaries.

Texas Genco Holdings, Inc ÏÏÏÏÏÏÏÏÏÏ a majority-owned subsidiary of CenterPoint.

Texas Genco, LP ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ a subsidiary of Texas Genco Holdings, Inc.
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PART I

Item 1. Business.

Our Business

General

""Reliant Resources'' refers to Reliant Resources, Inc. and ""we,'' ""us'' and ""our'' refer to Reliant
Resources, Inc. and its consolidated subsidiaries, unless we specify or the context indicates otherwise.

Our business operations consist of two principal business segments:

‚ Retail energy Ì provides electricity and related services to retail customers primarily in Texas and
acquires and manages the electric energy, capacity and ancillary services associated with supplying
these retail customers; and

‚ Wholesale energy Ì provides electric energy, capacity and ancillary services in the competitive
segments of the United States' wholesale energy markets.

Our remaining operations include unallocated corporate functions and minor equity and other
investments. For information regarding our corporate history, including the sale of our European energy
operations in 2003, see notes 1 and 22 to our consolidated Ñnancial statements.

Retail Energy

Our retail energy segment provides electricity products and services to end-use customers, ranging
from residential and small commercial customers to large commercial, industrial and institutional
customers. The operations of our retail energy segment are primarily in Texas. In 2003, we began
providing retail energy products and services to small and large commercial, industrial and institutional
customers in New Jersey and Maryland. In 2004, we intend, to the extent market conditions are attractive,
to begin retail energy sales to commercial, industrial and institutional customers in other areas of the PJM
Market, including Pennsylvania. We are also evaluating the possibility of making similar sales to customers
in the MISO Market.

Residential and Small Commercial Services Ì Services Business

In Texas, we provide standardized electricity and related products and services to residential and small
commercial customers with a peak demand for power up to approximately one MW. As of December 31,
2003, we had approximately 1.6 million residential customers and 210,000 small commercial accounts in
Texas, making us the second largest retail electric provider in the state. The majority of our customers are
in the Houston area, but we also have customers in other areas, including Dallas and Corpus Christi,
Texas.

In the Houston area, the Texas electric restructuring law currently requires us, as a former aÇliate of
the transmission and distribution utility in Houston, to sell electricity to residential customers only at a
speciÑed price, or ""price-to-beat.'' Outside of the Houston area, we are generally permitted to sell
electricity at unregulated prices to residential and small commercial customers. For information regarding
the PUCT regulation of pricing to residential and small commercial customers, see ""Ì Regulation'' below.

We currently provide retail electric service to residential customers only in Texas. We have no near-
term plans to provide retail electric service to residential customers outside of Texas.

Commercial, Industrial and Institutional Services Ì Solutions Business

In Texas, we market electricity and energy services to large commercial, industrial and institutional
customers, i.e., customers with a peak demand of greater than approximately one MW. In New Jersey and
Maryland, we market electricity and energy services to commercial, industrial and institutional customers.
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Our commercial, industrial and institutional customers include reÑneries, chemical plants, manufacturing
facilities, hospitals, universities, governmental agencies, restaurants and other facilities. In general, we sell
electricity to these customers at unregulated prices.

As of December 31, 2003, we had contracts to provide an aggregate of 5,735 MW of electricity to
approximately 820 customers in Texas and an aggregate of 490 MW of electricity to approximately 120
customers in the PJM Market. The terms of our contracts range from 1 to 51 months, with the average
term being 21 months. We also provide customized energy solutions, including energy information services
and products, to our commercial, industrial and institutional customers. For information regarding revenues
from end-use retail customers, see ""Management's Discussion and Analysis of Financial Condition and
Results of Operations Ì Retail Energy.''

Retail Energy Supply

In Texas, we must purchase from third parties substantially all of the generation capacity necessary to
supply our retail energy business. As of February 20, 2004, we had entered into contracts to purchase
generation capacity averaging 9,944 MW per month in 2004, 2,914 MW per month in 2005 and
1,000 MW per month in 2006. Based on current market conditions, existing retail sales commitments and
current load forecasts, we estimate that these contracts will supply approximately 87% of the current
capacity requirements of our retail energy business for the remainder of 2004 and 47% of our estimated
2005 requirements.

The largest supplier of generation capacity for our Texas retail energy business was Texas Genco. We
expect to continue to contract with third parties, including Texas Genco, for a signiÑcant portion of our
Texas retail energy business' power requirements, including purchases pursuant to power purchase
agreements and auctions of power conducted by Texas generation companies. In addition, we may seek to
supplement our market-based purchases of power over time with the purchase of individual generation
assets.

In January 2004, we elected not to exercise our option to purchase CenterPoint's ownership interest in
Texas Genco. For information regarding our decision not to exercise the option to purchase CenterPoint's
interest in Texas Genco, see note 4 to our consolidated Ñnancial statements.

In states outside of Texas, we generate suÇcient capacity to supply our retail needs.

Regulation

Texas Public Utility Commission. We are, through our operating subsidiaries, certiÑed to provide
retail electric service to residential, small commercial and large commercial, industrial and institutional
customers in Texas.

The Texas electric restructuring law currently regulates the prices at which we can sell electricity to
residential and small commercial customers. Outside of the Houston area, we generally are permitted to
sell electricity at unregulated prices to these customers. However, in the Houston area, we can sell
electricity to residential customers only at a speciÑed price, or ""price-to-beat.'' This requirement will
continue until January 1, 2005, at which time we will also be able to sell at prices other than the price-to-
beat. Starting January 1, 2007, we will be able to sell without pricing restrictions.

Prior to January 2004, we were required to sell electricity to small commercial customers in the
Houston area only at the price-to-beat. However, that restriction has expired. We are now able to sell
electricity without pricing restrictions so long as we continue to make the price-to-beat available as an
alternative for Houston area customers until January 1, 2007. As of December 31, 2003, the prices-to-beat
for residential customers and small commercial customers were 11.05 cents per KWh for a residential
customer using 1,000 KWh per month and 8.54 cents per KWh for a small commercial customer using
15,000 KWh per month.
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The price-to-beat includes a base rate component established by the PUCT in 1999 and an adjustable
energy supply component or fuel factor. We can apply for adjustments in the fuel factor twice a year based
on changes in the average 12-month forward price of natural gas or changes in the price of purchased
energy. In 2003, we requested, and the PUCT approved, two adjustments to our price-to-beat fuel factor
resulting in an 18% increase of our residential price-to-beat in that year. During 2002 and 2003, we
requested, and the PUCT approved, two adjustments in each period to our price-to-beat fuel factor as
follows:

Natural Gas Price Natural Gas Price
in Fuel Factor in Fuel Factor
Before Request After Request

Date Requested Date Granted (per MMbtu) (per MMbtu)

May 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ August 2002 $3.110 $3.729

November 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ December 2002 $3.729 $4.017

January 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ March 2003 $4.017 $4.956

June 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ July 2003 $4.956 $6.100

In 2004, the PUCT will determine the ""stranded costs'' of Texas transmission and distribution utilities
in accordance with procedures established under the Texas electric restructuring law. Following this
determination, we expect that the PUCT will review our price-to-beat. If at that time the
average 12-month forward price of natural gas is lower than the average price reÖected in our then current
price-to-beat fuel factor, we expect the PUCT to lower our price-to-beat fuel factor. In addition, we expect
that the PUCT will adjust at that time the base rate component of our price-to-beat that reÖects the non-
bypassable rates that Texas transmission and distribution utilities charge us to include any stranded cost
charges. Non-bypassable rates include various Ñxed charges established by the PUCT under the Texas
electric restructuring law. We estimate that the PUCT review of our price-to-beat will occur in the fourth
quarter of 2004 or the Ñrst quarter of 2005. We cannot, however, predict at this time the outcome of the
PUCT's review.

The Texas electric restructuring law requires that we make a payment to CenterPoint unless, as of
December 31, 2003, retail electric providers other than us supplied 40% or more of the electricity
consumed by Houston area residential customers. We estimate the payment to be $175 million and expect
that the payment will be made in the fourth quarter of 2004. For information regarding our accruals for
this payment, see note 14(d) to our consolidated Ñnancial statements.

ERCOT ISO. We are a member of ERCOT. Members of ERCOT include retail customers, both
investor and municipal owned electric utilities, rural electric cooperatives, river authorities, independent
generators, power marketers and retail electric providers.

The ERCOT ISO is responsible for maintaining reliable operations of the bulk electric power supply
system in the ERCOT Region. Its responsibilities include ensuring that information relating to a
customer's choice of retail electric provider is conveyed in a timely manner. It is also responsible for
ensuring that electricity production and delivery are accurately allocated and settled among the generation
resources and wholesale buyers and sellers in the ERCOT Region.

For additional information regarding ERCOT, including information regarding problems experienced
in ERCOT information systems, see ""Management's Discussion and Analysis of Financial Condition and
Results of Operations Ì Risk Factors'' in Item 7 of this report.

Regulation in Other States. We are registered to sell electricity to commercial, industrial and
institutional customers in the District of Columbia, New Jersey, Maryland and Pennsylvania. In each of
these states, we are generally permitted under local public utility commission regulations to sell electricity
at market rates.
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Competition

For information regarding competitive factors aÅecting our retail energy segment, see ""Management's
Discussion and Analysis of Financial Condition and Results of Operations Ì Risk Factors'' in Item 7 of
this report.

Wholesale Energy

We have a portfolio of electric power generation facilities. Because our facilities are not subject to
traditional cost-based regulation, we can generally sell electricity at market prices. We market electric
energy, capacity and ancillary services. We procure natural gas, coal, fuel oil, natural gas transportation
and storage capacity and other energy-related commodities to supply and manage our physical assets. In
March 2003, we discontinued our proprietary trading business. Trading positions taken prior to our decision
to exit this business are managed solely for purposes of closing them on economical terms.

As of December 31, 2003, we owned, had an interest in, or leased 124 operating electric power
generation facilities with an aggregate net generating capacity of 19,442 MW in six regions of the United
States. The generating capacity of our facilities consists of approximately 30% of base-load (5,910 MW),
40% of intermediate (7,689 MW) and 30% of peaking capacity (5,843 MW). As of December 31, 2003,
we had under construction 1,111 MW of additional base-load net generating capacity. One facility under
construction (591 MW) reached commercial operation in February 2004. The other facility under
construction is expected to reach commercial operation in the third quarter of 2004.

In 2003, we sold one facility having a total net generating capacity of 588 MW and retired from
service a total of Ñve power-generating units having a total net generating capacity of 579 MW. We
currently have mothballed four units having a total net generation capacity of 824 MW. In February 2004,
we announced our plans to mothball and/or retire an additional 20 generating units (727 MW) from
certain peaking plants and units that serve the PJM Market subject to a review of certain reliability issues
with regulators. Depending on future market conditions in the wholesale power industry, we may sell,
retire, mothball or dispose of additional generation assets.
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The following table describes our electric power generation facilities and net generating capacity by
region (excluding generation facilities that we retired from service) as of December 31, 2003:

Number of Generating
Generation Capacity

Region Facilities (MW)(1) Fuel Types Present Dispatch Types

Mid-Atlantic

Operating(2) ÏÏÏÏÏÏÏÏÏÏÏ 21 5,393 Coal/Hydro/Gas/Oil/Dual Base, Intermediate, Peak

Under Construction(3)ÏÏÏ 1 520 Coal Base

CombinedÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 5,913

New York

Operating(4) ÏÏÏÏÏÏÏÏÏÏÏ 77 2,932 Hydro/Gas/Dual Base, Intermediate, Peak

Mid-Continent

Operating ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9 4,473 Coal/Gas/Oil Base, Intermediate, Peak

Southeast

Operating(5)(6) ÏÏÏÏÏÏÏÏ 6 3,010 Gas/Dual Base, Intermediate, Peak

West

Operating(7) ÏÏÏÏÏÏÏÏÏÏÏ 4 2,803 Gas/Dual Base, Intermediate

MothballedÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 824 Gas Intermediate, Peak

Under Construction(3)(8) 1 591 Gas Base

CombinedÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 4,218

ERCOT

Operating ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 831 Gas/Renewable Base

Total

Operating ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 124 19,442

MothballedÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 824

Under ConstructionÏÏÏÏÏÏ 2 1,111

CombinedÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 128 21,377

(1) Generating capacity refers to the average of the facilities' summer and winter generating capacities net of auxiliary power.

(2) We lease a 100%, 16.67% and 16.45% interest in three Pennsylvania facilities having 614 MW, 1,704 MW and 1,714 MW of net

generating capacity, respectively, through facility lease agreements expiring in 2026, 2034 and 2034, respectively. The table

includes our share of the capacity of these facilities.

(3) We consider a project to be ""under construction'' once we have acquired the necessary permits to begin construction, broken

ground on the project site and contracted to purchase machinery for the project, including the combustion turbines and prior to

the commencement of commercial operations.

(4) Excludes two hydro plants with a total net generating capacity of 5 MW, which are not currently operational.

(5) We own a 50% interest in one of these facilities having a net generating capacity of 108 MW. An unaÇliated party owns the

other 50%. The table includes only our share of the capacity of this facility.

(6) We are party to tolling agreements entitling us to 100% of the capacity of two Florida facilities having 630 MW and 474 MW of

net generating capacity, respectively. These tolling agreements expire in 2012 and 2007, respectively, and are treated as operating

leases for accounting purposes.

(7) We own a 50% interest in one Nevada facility having a net generating capacity of 470 MW. An independent third party owns

the other 50%. The table includes our share of the capacity of this facility.

(8) Commenced commercial operation in February 2004.
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The following table sets forth information regarding our generation output by dispatch type, fuel type
and capacity factor during 2002 and 2003:

Capacity Capacity
2002 % Factor(1) 2003 % Factor(1)

Dispatch Type (GWh)

Base-load ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,833 68 61% 34,429 75 65%

IntermediateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,640 27 21% 9,470 21 15%

Peaking ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,302 5 4% 1,956 4 4%

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,775 100% 28% 45,855 100% 27%

Sources of Electric Energy (GWh)

CoalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,185 51 60% 23,484 52 62%

Natural gasÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,404 28 20% 12,386 27 18%

Oil ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31 Ì 1% 33 Ì 1%

Dual ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,365 15 13% 6,568 14 12%

Hydro ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,790 6 50% 3,258 7 55%

RenewablesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 126 Ì 55%

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,775 100% 28% 45,855 100% 27%

(1) Capacity factor is the ratio of the actual net electricity generated to the energy that could have been generated at continuous

full-power operation during the year.

Mid-Atlantic Region

As of December 31, 2003, we owned, had an interest in, or leased 21 operating electric power
generation facilities with an aggregate net generating capacity of 5,393 MW located in Pennsylvania, New
Jersey and Maryland. The generating capacity of these facilities consists of approximately 34% of base-load
(1,863 MW), 42% of intermediate (2,243 MW) and 24% of peaking capacity (1,287 MW).

We are constructing a 520 MW waste coal-Ñred base-load unit at an existing facility located in
Pennsylvania that is expected to reach commercial operations in the third quarter of 2004. The 520 MW
unit will replace two generating units at the facility that were retired in 2003. The retired generating units
had 197 MW of total net generating capacity.
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The following table describes the electric power generation facilities we owned, leased or had under
construction in the Mid-Atlantic region (excluding generation facilities that we retired from service) as of
December 31, 2003:

Generating
Capacity Fuel Types

Generation Facilities Location (MW)(1) Present Dispatch Types

Operating

Blossburg(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 23 Gas Peak

Conemaugh(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 282 Coal/Oil Base/Peak

Deep Creek ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Maryland 19 Hydro Base

Gilbert(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ New Jersey 615 Dual Inter/Peak

Glen Gardner(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ New Jersey 184 Dual Peak

Hamilton ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 23 Oil Peak

Hunterstown(5)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 866 Gas/Dual Inter/Peak

Keystone(3)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 284 Coal/Oil Base/Peak

Liberty ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 568 Gas Base

Mountain ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 47 Dual Peak

Orrtanna ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 23 Oil Peak

PineyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 28 Hydro Base

Portland ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 584 Coal/Gas/Oil Base/Inter/Peak

Sayreville(6) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ New Jersey 496 Dual Inter/Peak

Shawnee(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 23 Oil Peak

Shawville(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 614 Coal/Oil Base/Peak

Titus ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 281 Coal/Dual Base/Peak

Tolna Station ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 47 Oil Peak

Warren(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 68 Dual Peak

Wayne(7)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 66 Oil Peak

Werner(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ New Jersey 252 Oil Peak

Total Operating ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,393

Under Construction

Seward ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Pennsylvania 520 Coal Base

Total Combined ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,913

(1) Generating capacity refers to the average of the facilities' summer and winter generating capacities net of auxiliary power.

(2) We announced in February 2004 that we intend to mothball this facility.

(3) We lease a 100% interest in the Shawville Station, a 16.67% interest in the Keystone Station and a 16.45% interest in the

Conemaugh Station under facility interest lease agreements expiring in 2026, 2034 and 2034, respectively. The table includes our

share of the capacity of these facilities.

(4) We announced in February 2004 that we intend to mothball approximately 111 MW of net generating capacity at this facility.

(5) PJM has informed us that, due to technical constraints within its transmission system, our 866 MW generation facility located at

Hunterstown, Pennsylvania, cannot be dispatched during certain periods when high levels of electricity are Öowing on the central

interface. These conditions are generally experienced during periods of moderate electricity demands in the midwest with higher

electricity demands in the east. We are in discussions with PJM and First EnergyCorp., the utility to which our plant

interconnects, concerning a resolution of this constraint.

(6) In the Ñrst quarter of 2004, we retired two units with a total net generating capacity of 232 MW.

(7) We announced in February 2004 that we intend to retire this facility.
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The following table sets forth information regarding our generation output in the Mid-Atlantic region
by dispatch type, fuel type and capacity factor during 2002 and 2003:

Capacity Capacity
2002 % Factor(1) 2003 % Factor(1)

Dispatch Type (GWh)

Base-load ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,112 87 60% 11,520 91 64%

IntermediateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,480 12 14% 1,083 8 7%

Peaking ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 207 1 2% 110 1 1%

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,799 100% 32% 12,713 100% 28%

Sources of Electric Energy (GWh)

CoalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,019 86 60% 11,385 90 65%

Natural gasÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,101 9 35% 722 6 9%

Oil ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 Ì 1% 29 Ì 1%

Dual ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 557 4 4% 442 3 3%

Hydro ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 93 1 23% 135 1 33%

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,799 100% 32% 12,713 100% 28%

(1) Capacity factor is the ratio of the actual net electricity generated to the energy that could have been generated at continuous

full-power operation during the year.

New York Region

As of December 31, 2003, we owned 77 operating electric power generation facilities with an
aggregate net generating capacity of 2,932 MW located in New York. Our generating facilities in the
New York region consist of two distinct groups: (a) intermediate and peaking facilities located in
New York City and (b) 73 run-of-river hydro facilities and one gas-Ñred facility located in central and
northern New York State. The overall generating capacity of these facilities consists of approximately 21%
of base-load (624 MW), 41% of intermediate (1,204 MW) and 38% of peaking capacity (1,104 MW).

The following table describes the electric power generation facilities we owned or leased in the
New York region as of December 31, 2003:

Generating
Capacity Fuel Types

Generation Facilities Location (MW)(1) Present Dispatch Types

Operating

AstoriaÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ New York City 1,282 Gas/Dual Inter/Peak

Carr Street ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Syracuse, New York 99 Dual Inter

Gowanus ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ New York City 610 Dual/Oil Peak

NarrowsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ New York City 317 Dual Peak

Hydroelectric assets(2) ÏÏÏÏÏÏ Upstate New York 624 Hydro Base

Total Operating ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,932

(1) Generating capacity refers to the average of the facilities' summer and winter generating capacities net of auxiliary power.

(2) Excludes two hydro plants with a net generating capacity of 5 MW, which are not currently operational.
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The following table sets forth information regarding our generation output in the New York region by
dispatch type, fuel type and capacity factor during 2002 and 2003:

Capacity Capacity
2002(1) % Factor(2) 2003 % Factor(2)

Dispatch Type (GWh)

Base-loadÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,697 44 52% 3,123 47 57%

Intermediate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,995 49 30% 3,202 48 30%

Peaking ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 478 7 5% 311 5 3%

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,170 100% 26% 6,636 100% 26%

Sources of Electric Energy (GWh)

Natural gas ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59 1 4% 56 1 4%

Dual ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,414 55 19% 3,457 52 19%

HydroÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,697 44 52% 3,123 47 57%

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,170 100% 26% 6,636 100% 26%

(1) Includes generation beginning in February 2002 in connection with our Orion Power acquisition. See note 5 to our consolidated

Ñnancial statements.

(2) Capacity factor is the ratio of the actual net electricity generated to the energy that could have been generated at continuous

full-power operation during the year.

Mid-Continent Region

As of December 31, 2003, we owned nine electric power generation facilities with an aggregate net
generating capacity of 4,473 MW located in Illinois, Ohio, Western Pennsylvania and West Virginia. The
generating capacity of these facilities consists of approximately 52% of base-load (2,303 MW), 6% of
intermediate (287 MW) and 42% of peaking capacity (1,883 MW).

The following table describes the electric power generation facilities we owned in the Mid-Continent
region as of December 31, 2003:

Generating
Capacity Fuel Types

Generation Facilities Location (MW)(1) Present Dispatch Types

Operating

Aurora ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Illinois 912 Gas Peak

Avon LakeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ohio 721 Coal/Oil Base/Peak

Brunot Island ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Western Pennsylvania 347 Gas/Oil Inter/Peak

Ceredo ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ West Virginia 475 Gas Peak

Cheswick ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Western Pennsylvania 583 Coal Base

ElramaÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Western Pennsylvania 487 Coal Base

New Castle ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Western Pennsylvania 331 Coal/Gas Base/Peak

Niles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ohio 246 Coal/Gas Base/Peak

Shelby County ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Illinois 371 Gas Peak

Total Operating ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,473

(1) Generating capacity refers to the average of the facilities' summer and winter generating capacities net of auxiliary power.
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The following table sets forth information regarding our generation output in the Mid-Continent
region by dispatch type, fuel type and capacity factor during 2002 and 2003:

Capacity Capacity
2002(1) % Factor(2) 2003 % Factor(2)

Dispatch Type (GWh)

Base-loadÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,166 96 60% 12,099 99 60%

Intermediate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64 1 3% 4 Ì Ì

Peaking ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 395 3 2% 111 1 1%

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,625 100% 32% 12,214 100% 31%

Sources of Electric Energy (GWh)

Coal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,166 96 60% 12,099 99 60%

Natural gas ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 457 4 3% 111 1 1%

Oil ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 Ì Ì 4 Ì 1%

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,625 100% 32% 12,214 100% 31%

(1) Includes generation beginning in February 2002 in connection with our Orion Power acquisition. See note 5 to our consolidated

Ñnancial statements.

(2) Capacity factor is the ratio of the actual net electricity generated to the energy that could have been generated at continuous

full-power operation during the year.

Southeast Region

As of December 31, 2003, we owned, or had an interest in, six power generation facilities with an
aggregate net generating capacity of 3,010 MW located in Florida, Mississippi and Texas. Our interest in
two of these facilities (1,104 MW) is in the form of a long-term tolling agreement, as described in more
detail below. The generating capacity of these facilities consists of approximately 2% of base-load
(54 MW), 46% of intermediate (1,387 MW) and 52% of peaking capacity (1,569 MW).

The following table describes the electric power generation facilities we owned or had an interest in
the Southeast region of the United States (excluding generation facilities that we retired from service) as
of December 31, 2003:

Generating
Capacity Fuel Types Dispatch

Generation Facilities Location (MW)(1) Present Types

Operating

Sabine(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Texas (non-ERCOT) 54 Gas Base

ChoctawÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Mississippi 800 Gas Inter

Indian River ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Florida 587 Dual Inter

Osceola ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Florida 465 Dual Peak

Tolled facilities(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Florida 1,104 Dual Peak

Total OperatingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,010

(1) Generating capacity refers to the average of the facilities' summer and winter generating capacities net of auxiliary power.

(2) We own a 50% interest in this facility, which has a net generating capacity of 108 MW. An unaÇliated party owns the other

50%. The table includes only our share of the capacity of the facility.

(3) We are party to tolling agreements entitling us to 100% of the capacity of two Florida facilities having 474 MW and 630 MW of

net generating capacity, respectively. These tolling agreements have terms expiring in 2007 and 2012, respectively, and are

treated as operating leases for accounting purposes.
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The following table sets forth information regarding our generation output in the Southeast region by
dispatch type, fuel type and capacity factor during 2002 and 2003:

Capacity Capacity
2002 % Factor(1) 2003 % Factor(1)

Dispatch Type (GWh)

Base-loadÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 344 13 73% 333 11 70%

Intermediate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,152 45 22% 1,246 42 15%

Peaking ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,060 42 11% 1,407 47 10%

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,556 100% 17% 2,986 100% 13%

Sources of Electric Energy (GWh)

Natural gas ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 344 13 73% 359 12 11%

Dual ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,212 87 15% 2,627 88 14%

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,556 100% 17% 2,986 100% 13%

(1) Capacity factor is the ratio of the actual net electricity generated to the energy that could have been generated at continuous

full-power operation during the year.

West Region

As of December 31, 2003, we owned, or had an interest in, four operating electric power generation
facilities with an aggregate net generating capacity of 2,803 MW located in California and Nevada. We
have mothballed four units in this region with an aggregate net generating capacity of 824 MW. The
operating generating capacity of these facilities consists of approximately 8% of base-load (235 MW), 85%
of intermediate (2,384 MW) and 7% of peaking capacity (184 MW). As of December 31, 2003, we were
constructing a 591 MW gas-Ñred, base-load and intermediate generation facility in southern Nevada,
which commenced commercial operation in February 2004.

In October 2003, we closed the sale of our 588 MW Desert Basin plant operations to SRP. See
note 23 to our consolidated Ñnancial statements.
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The following table describes the electric power generation facilities we owned or had under
construction in the West region (excluding generation facilities that we retired from service) as of
December 31, 2003:

Generating
Capacity Fuel Types Dispatch

Generation Facilities Location (MW)(1) Present Types

Operating

Coolwater ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California 622 Gas/Dual Inter

El Dorado(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Nevada 235 Gas Base

Ormond BeachÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California 1,516 Gas Inter

Mandalay ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California 430 Gas Inter

Total Operating ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,803

Mothballed

EtiwandaÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California 640 Gas Inter

Mandalay ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California 130 Gas Peak

EllwoodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California 54 Gas Peak

Total MothballedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 824

Under Construction

Bighorn(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Nevada 591 Gas Base/Inter

Total CombinedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,218

(1) Generating capacity refers to the average of the facilities' summer and winter generating capacities net of auxiliary power.

(2) We own a 50% interest in the El Dorado facility having a net generating capacity of 470 MW. An independent third party owns

the other 50%. The table includes our share of the capacity of this facility.

(3) Commenced commercial operation in February 2004.

The following table sets forth information regarding our generation output in the West region by
dispatch type, fuel type and capacity factor during 2002 and 2003:

Capacity Capacity
2002(1) % Factor(2) 2003(1) % Factor(2)

Dispatch Type (GWh)

Base-load ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,663 21 81% 1,680 30 82%

IntermediateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,949 77 21% 3,935 70 14%

PeakingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 162 2 3% 17 Ì 1%

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,774 100% 22% 5,632 100% 17%

Sources of Electric Energy (GWh)

Natural gas ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,592 98 21% 5,590 99 18%

Dual ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 182 2 14% 42 1 3%

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,774 100% 22% 5,632 100% 17%

(1) Excludes volumes related to our Desert Basin plant, which was sold in October 2003 and is classiÑed as discontinued operations.

See note 23 to our consolidated Ñnancial statements.

(2) Capacity factor is the ratio of the actual net electricity generated to the energy that could have been generated at continuous

full-power operation during the year.
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ERCOT Region

As of December 31, 2003, we owned seven power generation facilities with an aggregate net
generating capacity of 831 MW located in Texas.

The following table describes the electric power generation facilities we owned in the ERCOT Region
as of December 31, 2003:

Generating
Capacity Fuel Types Dispatch

Generation Facilities Location (MW)(1) Present Types

Operating

Channelview ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Texas 805 Gas Base

LandÑll gas(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Texas 26 Renewable Base

Total OperatingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 831

(1) Generating capacity refers to the average of the facilities' summer and winter generating capacities net of auxiliary power.

(2) LandÑll gas represents six small facilities located in the Houston area that collect gas emitted from landÑlls and convert it into

electricity.

The following table sets forth information regarding our generation output in the ERCOT Region by
dispatch type, fuel type and capacity factor during 2002 and 2003:

Capacity Capacity
2002 % Factor(1) 2003 % Factor(1)

Dispatch Type (GWh)

Base-load ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,851 100 78% 5,674 100 76%

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,851 100% 78% 5,674 100% 76%

Sources of Electric Energy (GWh)

Natural gas ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,851 100 78% 5,548 98 79%

Renewables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 126 2 55%

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,851 100% 78% 5,674 100% 76%

(1) Capacity factor is the ratio of the actual net electricity generated to the energy that could have been generated at continuous

full-power operation during the year.

Commercial Operations

Energy. We sell electric energy, generation capacity and ancillary service products to a variety of
power customers including investor-owned utilities, municipalities, cooperatives and other companies that
serve end users. We sell these products in hour-ahead, day-ahead, forward bilateral and ISO markets. The
following table identiÑes the principal markets associated with each of our regional generation assets:

Region Principal Markets

Mid-AtlanticÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ PJM Market and adjacent power markets (ECAR
Market and NY Market)

New YorkÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ New York City and upstate New York (hydro)

Mid-Continent ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ PJM Market, ECAR Market and MAIN Market

Southeast ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Florida, Mississippi and Texas (non-ERCOT)

West ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ California and Nevada

ERCOT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ ERCOT
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Certain of our principal markets (most notably New York and the PJM Market) have rules that, in
certain instances, may impose limits or caps on the price at which we can sell electricity. In addition, the
market authorities in certain regions have the authority to compel us to operate our generation facilities in
order to maintain the reliability of the local grid system. Under these circumstances, we are entitled to
receive a ""mitigated price'' for electricity dispatched into the system that is intended to enable us to
recoup our incremental operating costs plus a designated surcharge.

In addition to standard market products, we also provide full requirements, POLR, and basic
generation service contracts. These non-standard contracts aÅord higher margin opportunities than standard
market products; however, they include additional risks that we may not be able to mitigate. These risks
are primarily volumetric uncertainty driven by weather and customer switching. For information regarding
long-term sales arrangements for electric energy, capacity and ancillary services, see note 14(f) to our
consolidated Ñnancial statements.

Fuel. To ensure an adequate supply of fuel, we purchase natural gas, coal and fuel oil for our
generation plants from a variety of suppliers under daily, monthly and forward contracts. These contracts
generally include either index or Ñxed price provisions. In connection with the operation of our natural gas-
Ñred plants, we also arrange for, schedule and balance natural gas from our suppliers and through
transporting pipelines. To perform these functions, and satisfy our electric generation needs, we contract
for a variety of transportation arrangements under short-term, long-term, Ñrm and interruptible agreements
with pipelines and storage facilities. In spite of our eÅorts, any given facility may experience supply
constraints from time to time.

Risk Management. To manage the risk of our assets we seek to sell energy and purchase fuel on a
forward basis through Ñxed price or tolling contracts. We are required, by policy, to maintain a ""one-for-
one'' balance between the amount of required fuel for each megawatt of power sold oÅ our gas generation
assets. We have similar ""one-for-one'' hedging policies for the hedging of certain pipeline and storage
positions.

Although we enter into hedging activities related to our generation facilities, pipelines and storage
positions, we do not engage in proprietary trading with respect to power, fuel, emissions or any other
energy commodities. With respect to positions taken prior to our decision in 2003 to exit proprietary
trading, we are managing such positions solely for the purpose of closing such positions on economical
terms.

Regulation

Electricity. The FERC has exclusive ratemaking jurisdiction over wholesale sales of electricity and
the transmission of electricity in interstate commerce by ""public utilities.'' Public utilities that are subject
to the FERC's jurisdiction must Ñle rates with the FERC. The FERC has authorized our generation
subsidiaries to sell electricity and certain related services at wholesale under market-based rates. In
addition, certain ancillary services are sold at cost-base rates.

Under certain circumstances, the FERC can revoke or limit market-based rate authority. If the
FERC revokes or limits market-based rate authority, the aÅected party would be required to obtain
approval from the FERC of cost-based rate schedules in order to make wholesale sales. In addition, the
loss of market-based rate authority could subject the aÅected party to the accounting, record keeping and
reporting requirements that the FERC imposes on public utilities with cost-based rate schedules.

In November 2003, the FERC issued new rules intended to prevent market abuse. The new rules
address market manipulation and other abusive practices. Under the rules, parties found to have engaged
in prohibited behavior are subject to disgorgement of unjust proÑts and possible revocation of their market-
based rate authority.

The FERC has issued a notice of proposed rules intended to standardize electricity markets and
eliminate discrimination in transmission service by requiring that all users of the transmission grid take
service pursuant to the same terms and conditions of service, thus eliminating certain preferences enjoyed
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by classes of users. The new rules would require transmission-owning public utilities to join an ISO or
RTO. In addition, the FERC seeks to establish day-ahead and real-time electric energy and ancillary
service markets modeled after the energy markets that currently exist in the northeastern United States.
The rules contemplate the regional adoption of resource adequacy measures and regional price mitigation
measures. It is not possible for us at this time to predict the timing of the implementation of these rules or
their ultimate impact on our business.

Gas Activities. The FERC has issued a blanket certiÑcate permitting us to sell natural gas in
interstate commerce in connection with the management of our natural gas positions.

Hydroelectric Facilities. We operate our hydroelectric generation facilities pursuant to FERC
licenses. These licenses, which periodically must be renewed, typically include conditions regarding the
operation of the facility.

SEC. A company engaged exclusively in the business of owning and/or operating facilities used for
the generation of electric energy exclusively for sale at wholesale and selling electric energy at wholesale
may be exempted from regulation under the PUHCA as an exempt wholesale generator. Our electric
generation subsidiaries either have received determinations of exempt wholesale generator status from the
FERC or are companies that own or operate qualifying facilities that are exempt from PUHCA. If any of
our subsidiaries lose their exempt wholesale generator status or qualifying facility status, we would have to
restructure our organization or risk being subjected to further regulation by the SEC.

Competition

For a discussion of competitive factors aÅecting our wholesale energy segment, see ""Management's
Discussion and Analysis of Financial Condition and Results of Operations Ì Risk Factors'' in Item 7 of
this report.

Other Operations

Our other operations business segment includes primarily unallocated corporate costs and our minor
equity and other investments. As of December 31, 2003, the net book value of these investments was
$32 million. Our activities with respect to these investments are limited to managing and, in some cases,
liquidating our existing portfolio. We have no plans to expand this business. For additional information
regarding this segment, see note 21 to our consolidated Ñnancial statements.

Environmental Matters

We are subject to numerous federal, state and local requirements relating to the protection of the
environment and the safety and health of personnel and the public. These requirements relate to a broad
range of our activities, including the discharge of compounds into the air, water and soil; the proper
handling of solid, hazardous and toxic materials and waste, noise and safety and health standards
applicable to the workplace. Environmental regulations aÅecting us include, but are not limited to:

‚ The Clean Air Act and the 1990 amendments to the Act, as well as state laws and regulations
impacting air emissions, including State Implementation Plans related to existing and new national
ambient air quality standards for ozone and Ñne particulate matter. Owners and/or operators of air
emissions sources are responsible for obtaining permits, compliance and reporting.

‚ The Federal Water Pollution Control Act, which requires permits for facilities that discharge
treated wastewater into the environment.

‚ CERCLA, which can require any individual or entity that may have owned or operated a disposal
site, as well as transporters or generators of hazardous wastes sent to such site, to share in
remediation costs.
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‚ The Solid Waste Disposal Act, as amended by the Resource Conservation and Recovery Act,
which requires certain solid wastes, including hazardous wastes, to be managed pursuant to a
comprehensive regulatory regime.

‚ The National Environmental Policy Act, which requires consideration of potential environmental
impacts by federal agencies in their decisions, including siting approvals.

‚ The FERC, which regulates the approval and re-licensing of hydroelectric facilities.

In order to comply with these requirements, we will, as necessary, spend substantial funds to
construct, modify and retroÑt equipment, and clean up or decommission disposal or fuel storage areas and
other locations as necessary. We anticipate spending approximately $178 million from 2004 through 2008
for environmental compliance of which $16 million is for remediation. For more information on
environmental matters involving us, including possible liability and capital costs, see note 15(a) to our
consolidated Ñnancial statements.

Air Quality Matters

The Federal Clean Air Act requires the EPA to deÑne standards for air quality that are protective of
public health. As a result of setting these standards, the EPA has implemented a number of emission
control programs that aÅect industrial sources including power plants. In addition, the 1990 Amendments
to the Clean Air Act directed EPA to implement programs designed to control acidic deposition (acid
rain), improve visibility in the United States' pristine areas and national parks (regional haze), and reduce
emissions of hazardous air pollutants.

Regulation of NOx and SO2 Emissions

As a result of the mandates of the Clean Air Act, the EPA has implemented programs limiting
emissions of NOx and SO2, both of which are compounds that result from the combustion of fossil fuels.
NOx is a precursor to the formation of ozone, acid rain, Ñne particulate matter, and regional haze. SO2 is a
precursor to the formation of acid rain, Ñne particulate matter, and regional haze. In addition to
regulations already implemented, the EPA in December 2003 proposed a new regulation to control
emissions of NOx and SO2 on a broad scale. This new proposed regulation is referred to as the Interstate
Air Quality Rule, and will aÅect our power generating facilities in the eastern United States and Texas.

The Interstate Air Quality Rule would require reductions in NOx and SO2 beyond levels already
required in existing federal programs in 29 states in the eastern United States. The proposed rules will
require reductions of NOx and SO2 in two phases. Although the Ñnal form of the proposed regulations is
not yet known, the Ñrst phase, which takes eÅect in 2010, would require approximately a 50% reduction in
SO2 and NOx emissions on an annual basis. The second phase, which would take eÅect in 2015, would
require approximately a 70% reduction in SO2 and NOx on an annual basis. These reductions would be
achieved through a trading program, allowing reductions to be made at the most economical locations, and
not requiring reductions on a facility-by-facility basis. The proposed rules would aÅect primarily our
facilities in the eastern United States (particularly the coal-Ñred facilities) and Texas. We are unable at
this time to estimate the potential impact on the future operations of our generation facilities.

Regulation of Emissions of Mercury and other Hazardous Air Pollutants

In December 2003, the EPA also proposed two regulations to control emissions of mercury from coal-
Ñred power plants in the United States. Only one of these two regulations will ultimately be adopted in
December 2004. The MACT standard would require reductions on a facility-by-facility basis regardless of
cost. The MACT rule would require reductions to be achieved by 2008. The other rule, referred to as the
cap-and-trade rule, would eÅect the emission reductions on a national scale through a trading program,
allowing reductions to be made at the most economical locations, and not requiring reductions on a
facility-by-facility basis. Although the Ñnal form of these proposed regulations is not yet known, the
MACT standard would require a reduction of about 30% from each of our coal Ñred facilities, which
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would require the installation of control equipment. The cap-and-trade rule would require larger
reductions, but may be more economical because it allows trading of emissions among facilities. Like the
Interstate Air Quality Rule, the mercury cap-and-trade rule would be accomplished in two phases, in 2010
and 2018, with reduction levels set at approximately 50% and 70%, respectively. If the cap-and-trade rule
were ultimately adopted, our approach would be to balance capital expenditures for controls and reliance
on allowance markets to achieve compliance. We are unable at this time to estimate the potential impact
on the future operations of our generation facilities.

In addition to mercury control from coal-Ñred boilers, the MACT rule, if adopted, would require the
control of nickel emissions from oil-Ñred facilities. While the Ñnal form of these provisions is uncertain, we
do not expect this provision of the MACT to have a material impact on our operations since only a small
number of our facilities are oil-Ñred.

The EPA has also proposed or issued MACT standards for sources other than boilers used for power
generation. The MACT rule for combustion turbines was issued in August 2003 and there is no material
impact on existing facilities. We expect the MACT rulemaking for engines and industrial boilers to be
Ñnalized in early 2004. Based on the current form of the proposed rules for these source types, we do not
anticipate that the rules, if adopted, will have a material impact on our operations.

Clear Skies Act

In February 2002, the White House announced its ""Clear Skies Initiative''. The proposal is aimed at
long-term reductions of multiple pollutants produced from fossil fuel-Ñred power plants. Reductions
averaging 70% are targeted for sulfur dioxide, nitrogen oxide and mercury. If approved by the United
States Congress, this program would entail a market-based approach using emission allowances;
compliance with emission limits would be phased in over a period from 2008 to 2018. The Clear Skies
Initiative is similar to the proposed Interstate Air Quality rule and mercury MACT/cap-and-trade rule.

Air Quality Enforcement Issues

The EPA is conducting a nationwide investigation regarding the historical compliance of coal-fueled
electric generating stations with various permitting requirements of the Clean Air Act. SpeciÑcally, the
EPA and the United States Department of Justice have initiated formal enforcement actions and litigation
against several other utility companies that operate these stations, alleging that these companies modiÑed
their facilities without proper pre-construction permit authority. Since June 1998, eight of our coal-Ñred
facilities have received requests for information related to work activities conducted at those sites. The
EPA has not Ñled an enforcement action or initiated litigation in connection with these facilities at this
time. Nevertheless, any litigation, if pursued successfully by the EPA, could accelerate the timing of
emission reductions anticipated as a result of proposed regulations, and result in the imposition of
penalties.

The New Jersey Department of Environmental Protection has requested a copy of all correspondence
relating to one of the eight stations from the EPA. The EPA has also agreed to provide information
relating to the New Source Review investigations discussed above to the New York state attorney general's
oÇce and the Pennsylvania Department of Environmental Protection.

Greenhouse Gas Emissions

The Kyoto Protocol, which may become eÅective in 2004, if ratiÑed by a suÇcient number of nations,
would require ratifying nations to achieve substantial reductions of CO2 and certain other greenhouse gases
between 2008 and 2012. Although the current United States government has indicated that it does not
intend to ratify the treaty at this time, any future limitations on power plant carbon dioxide emissions
could have a material impact on all fossil fuel Ñred facilities, including those belonging to us.

There continues to be a debate within the United States over the direction of domestic climate
change policy. The United States Congress is currently considering several bills that would impose
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mandatory limitation of CO2 emissions for the domestic power generation sector, and several other states,
primarily in the northeastern United States, are considering state-speciÑc or regional legislation initiatives
to stimulate CO2 emission reductions in the electric utility industry. The speciÑc impact will depend upon
the form of emissions-related legislation or regulations ultimately adopted by the federal government or
states in which our facilities are located.

In recent years, we have instituted or participated in numerous proactive projects and programs that
go beyond regulatory compliance requirements in an eÅort to reduce and remove greenhouse gas emissions.
These eÅective actions include:

‚ Participation in the Power Partners Program, designed to encourage and facilitate industry actions
to reduce greenhouse gas intensity as outlined in President Bush's voluntary global climate change
initiative;

‚ Participation in PowerTree, an entity comprised of a diverse group of power generators that
endeavors to remove CO2 emissions through large-scale reforestation projects;

‚ Independent establishment of a 540-acre arboreal preserve in east Texas to remove emissions;

‚ Operation of renewable energy facilities, including, hydro-electric and landÑll gas-to-energy
facilities; and

‚ Recent retirement of CO2 producing facilities in California, New Jersey and Pennsylvania.

Water Quality Matters

The EPA and states periodically revise water quality criteria and initiate total maximum daily load
determinations under the Clean Water Act. These actions may result in more stringent wastewater
discharge limitations for our power plants and the need to install additional water treatment systems or
control measures.

On February 16, 2004, the EPA signed Ñnal regulations relating to the design and operation of cooling
water intake structures at existing power plants. While there may be signiÑcant compliance costs
associated with this rule, site-speciÑc evaluation of compliance alternatives will be required to determine
the magnitude of those potential costs.

FERC Matters

In the course of the FERC licensing proceedings various agencies have requested increased Öow rates
downstream of our hydroelectric dams in order to enhance Ñsh habitats and for other purposes. The FERC
has imposed conditions in the new licenses to increase such Öow rates and we expect that the FERC will
also impose similar conditions in the licenses for which applications remain pending. Increased Öow rates
may aÅect revenues for these facilities due to the loss of use of water for power generation. We do not,
however, expect such lost revenues to be material to the economic viability of such facilities.

Other

As a result of their age, many of our facilities contain signiÑcant amounts of asbestos insulation, other
asbestos containing materials, as well as lead-based paint. Existing state and federal rules require the
proper management and disposal of these potentially toxic materials. We have developed a management
plan that includes proper maintenance of existing non-friable asbestos installations, and removal and
abatement of asbestos containing materials where necessary. We have planned for the proper management,
abatement and disposal of asbestos and lead-based paint at our facilities in our Ñnancial planning.

Under CERCLA and similar state laws, owners and operators of facilities from or at which there has
been a release or threatened release of hazardous substances, together with those who have transported or
arranged for the disposal of those substances, are liable for the costs of responding to that release or
threatened release, and the restoration of natural resources damaged by any such release. We are not

23



aware of any liabilities under the act that would have a material adverse eÅect on our results of operations,
Ñnancial position or cash Öows.

For information regarding plant remediation activities, see note 15(a) to our consolidated Ñnancial
statements.

Employees

As of December 31, 2003, we had 5,293 full-time employees. Of these employees, 1,434 are covered
by collective bargaining agreements. The collective bargaining agreements expire on various dates until
April 2008. In 2004, three of the collective bargaining agreements applicable to certain employees
associated with our facilities in the Mid-Atlantic, New York and Mid-Continent regions are expected to
expire. The following table sets forth the number of our employees by business segment as of
December 31, 2003:

Segment Number

Retail energy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,810

Wholesale energy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,917

Other operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 566

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,293

Executive OÇcers

The following table lists our executive oÇcers:

Name Age(1) Present Position

Joel V. StaÅ ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60 Chairman and Chief Executive OÇcer

Robert W. Harvey ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48 Executive Vice President, Power Generation
and Supply

Mark M. Jacobs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41 Executive Vice President and Chief Financial
OÇcer

Jerry J. LangdonÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52 Executive Vice President, Public and
Regulatory AÅairs and Corporate Compliance
OÇcer

Karen Dyson ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46 Senior Vice President, Human Resources and
Administration

Michael L. Jines ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 45 Senior Vice President, General Counsel and
Corporate Secretary

Suzanne L. KupiecÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37 Senior Vice President, Risk and Structuring

Brian Landrum ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42 Senior Vice President, Customer Operations
and Information Technology

James B. Robb ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43 Senior Vice President, Retail Marketing

Thomas C. Livengood ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48 Vice President and Controller

(1) Age is as of March 1, 2004.

Joel V. StaÅ has served as our Chairman and Chief Executive OÇcer since April 2003. He has
served as a Director since October 2002. From May 2001 to May 2002, he was Executive Chairman of
National-Oilwell, Inc. From July 1993 to May 2001, Mr. StaÅ served as Chairman, President and Chief
Executive OÇcer of National-Oilwell, Inc. He also serves on the board of directors of National-Oilwell,
Inc. and Ensco International, Incorporated.
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Robert W. Harvey has served as our Executive Vice President, Power Generation and Supply since
January 2004. He served as our Executive Vice President and Group President, Wholesale from May 2003
to January 2004. He served as our Executive Vice President and Group President, Retail from January
2002 to May 2003. Mr. Harvey served as Vice Chairman of CenterPoint from June 1999 until the
Distribution. From 1982 to June 1999, Mr. Harvey was with the Houston oÇce of McKinsey & Company.
He was a director (senior partner) of the Ñrm and was the leader of the Ñrm's North American electric
power and natural gas practice.

Mark M. Jacobs has served as our Executive Vice President and Chief Financial OÇcer since the
Distribution. He served as Executive Vice President and Chief Financial OÇcer of CenterPoint from July
2002 until the Distribution. Mr. Jacobs was employed by Goldman, Sachs & Co. from 1989 to 2002. He
was a Managing Director in the Ñrm's Natural Resources Group.

Jerry J. Langdon has served as our Executive Vice President, Public and Regulatory AÅairs and
Corporate Compliance OÇcer since January 2004. He served as our Executive Vice President and Chief
Administrative OÇcer from May 2003 to January 2004. Prior to joining Reliant Resources, Mr. Langdon
served as President of EPGT Texas Pipeline, L.P. from June 2001 until May 2003. He served as the
Managing Partner and Chief Operating OÇcer of CARLANG Partners, L.P.

Karen Dyson has served as our Senior Vice President, Human Resources and Administration since
December 2003. She served as Vice President, Human Resources from February 2003 to December 2003,
Vice President, Administration, Wholesale Group from October 1998 to February 2003 and Vice
President, Planning and Procurement for the former Reliant Energy Trading and Transportation from
February 1996 to October 1998.

Michael L. Jines has served as our Senior Vice President, General Counsel and Corporate Secretary
since May 2003. He served as our Deputy General Counsel and Senior Vice President and General
Counsel, Wholesale Group from March 2002 to May 2003. Mr. Jines served as Deputy General Counsel
of Reliant Energy and Senior Vice President and General Counsel of our Wholesale Group until the
Distribution.

Suzanne L. Kupiec has served as our Senior Vice President, Risk and Structuring since January 2004.
She served as our Vice President and Chief Risk and Corporate Compliance OÇcer from June 2003 to
January 2004. Prior to joining Reliant Resources, Ms. Kupiec was a partner at Ernst & Young, LLP,
leading the Ñrm's Energy Trading and Risk Management Practice serving both audit and advisory service
clients. Ms. Kupiec was a Ñrm specialist in the use of Ñnancial instruments and complex derivatives for the
energy industry.

Brian Landrum has served as our Senior Vice President, Customer Operations and Information
Technology since January 2004. He was our President, Reliant Energy Retail Services from June 2003 to
January 2004, Senior Vice President, Retail Operations from August 2001 to May 2003, and Vice
President, Internet and Ebusiness from November 1999 to August 2001. Before joining Reliant Resources,
Mr. Landrum was employed at Compaq Computer Corporation as General Manager of its Worldwide
Commercial Displays business unit.

James B. Robb has served as our Senior Vice President, Retail Marketing since January 2004. He
served as our Senior Vice President, Performance Management from November 2002 to January 2004.
Prior to joining Reliant Resources, Mr. Robb was a partner with McKinsey & Company in San Francisco,
California and Seattle, Washington, focusing on service to energy and natural resources clients on issues
related to corporate and business unit strategy and fundamental performance improvement. He led
McKinsey & Company's West Coast Energy and Resources Practice from 1998 until 2002.

Thomas C. Livengood has served as our Vice President and Controller since August 2002. From 1996
to August 2002, he served as Executive Vice President and Chief Financial OÇcer of Carriage Services,
Inc.
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Available Information

Our executive oÇces are located at 1000 Main, Houston, Texas 77002 (telephone number is
713-497-7000).

We make available free of charge on our website (http://www.reliantresources.com):

‚ our corporate governance guidelines;

‚ our audit committee, compensation committee, and nominating and corporate governance
committee charters;

‚ our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K
and amendments to those reports; and

‚ our business ethics policy and any amendments to, or waivers from, a provision of our policy that
applies to our principal executive oÇcer, principal Ñnancial oÇcer, principal accounting oÇcer or
controller, or persons performing similar functions.

Additionally, you may request a copy of any of these items, at no cost, by writing or telephoning us at
the address or number above and requesting the investor relations department. Annual reports, quarterly
reports and current reports are made available on our website as soon as reasonably practicable after we
Ñle such reports with, or furnish them, to the SEC.

Stockholder Communications with the Board of Directors

We have established several means for stockholders or others to communicate their concerns to the
Board of Directors.

‚ If the concern relates to our Ñnancial statements, accounting practices or internal controls, the
concern should be submitted in writing to the Chairman of the Audit Committee in care of the
following address:

Reliant Resources Compliance Hotline
P.M.B. 3767
Pinkerton Compliance Services
13950 Ballantyne Corporate Place
Charlotte, North Carolina 28277

‚ If the concern relates to our governance practices, business ethics or corporate conduct, the concern
may be submitted in writing to the Chairman of the Nominating & Governance Committee in care
of our Corporate Secretary at 1000 Main, Houston, Texas 77002. If the stockholder is unsure as to
which category his or her concern relates, he or she may communicate it to any one of the
independent directors in care of the Corporate Secretary.

‚ Our ""whistleblower'' policy prohibits us or any of our employees from retaliating or taking any
adverse action against anyone for raising a concern. We have established and published on our
website mailing and e-mail addresses and a 24-hour, toll-free telephone hotline for receiving
complaints regarding accounting issues from employees and others. The mailing address is:

Corporate Compliance OÇcer
Reliant Resources, Inc.
P.O. Box 1384
Houston, Texas 77251-1384

The email address is: CorpComOÇcer@reliant.com.
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Item 2. Properties.

Our corporate oÇces occupy approximately 520,000 square feet of leased oÇce space in Houston,
Texas. Our lease expires in 2018, subject to two Ñve-year renewal options.

In addition to our corporate oÇces, we lease or own various real property and facilities relating to our
generation assets, retail operations and retail activities. Our principal generation facilities are generally
described under ""Our Business Ì Wholesale Energy'' in Item 1 of this report. We believe we have
satisfactory title to our facilities in accordance with standards generally accepted in the electric power
industry, subject to exceptions, which, in our opinion, would not have a material adverse eÅect on the use
or value of the facilities.

Item 3. Legal Proceedings.

For a description of certain legal and regulatory proceedings aÅecting us, see note 15 to our
consolidated Ñnancial statements.

Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of our security holders during the fourth quarter of the year
ended December 31, 2003.

PART II

Item 5. Market for Our Common Equity and Related Stockholder Matters.

As of March 1, 2004, our common stock was held by approximately 50,426 stockholders of record.
Our common stock is listed on the New York Stock Exchange and is traded under the symbol ""RRI.''
The following table sets forth the high and low sales prices of our common stock on the New York Stock
Exchange composite tape during the periods indicated, as reported by Bloomberg:

Market Price

High Low

2002

First QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17.45 $9.50

Second Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17.16 $7.28

Third Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8.95 $1.66

Fourth Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3.23 $0.99

2003

First QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 5.70 $2.25

Second Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7.05 $3.82

Third Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 6.38 $3.39

Fourth Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7.54 $4.63

The closing market price of our common stock on December 31, 2003 was $7.36 per share.

We have not paid or declared any dividends since our formation and do not currently intend to pay or
declare any dividends in the immediate future. Any future dividends will be subject to determination based
upon our results of operations and Ñnancial condition, our future business prospects, any applicable
contractual restrictions, including the restriction on our ability to pay dividends under our March 2003
credit facilities and our senior secured notes and other factors that our board of directors considers
relevant.

Sales of Unregistered Securities. In June and July 2003, we sold $275 million of our convertible
senior subordinated notes in a private placement pursuant to Rule 144A and Regulation S to qualiÑed
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institutional buyers. The primary underwriters were Banc of America Securities LLC, Deutsche Bank
Securities Inc. and Goldman Sachs & Co. We received net proceeds of $266 million, which we ultimately
used to prepay debt under our March 2003 credit facilities. In December 2003, we registered these
convertible senior subordinated notes and the common stock issuable upon conversion in order that the
original holders may transfer such securities. In July 2003, we sold $1.1 billion of our senior secured notes
in a private placement pursuant to Rule 144A and Regulation S to qualiÑed institutional buyers. The
primary underwriters were Banc of America Securities LLC, Deutsche Bank Securities Inc., Goldman
Sachs & Co. and Barclays Capital Inc. We received net proceeds of $1.056 billion, which we used to
prepay $1.056 billion of senior secured term loans under our March 2003 credit facilities. In January 2004,
we exchanged these senior secured notes for registered notes that were identical in all material respects,
but did not contain terms restricting their transfer. See note 9 to our consolidated Ñnancial statements.
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Item 6. Selected Financial Data.

The following tables present our selected consolidated Ñnancial data for 1999 through 2003. The data
set forth below should be read together with ""Management's Discussion and Analysis of Financial
Condition and Results of Operations,'' our historical consolidated Ñnancial statements and the notes to
those statements included in this report. The historical Ñnancial information may not be indicative of our
future performance and does not reÖect what our Ñnancial position and results of operations would have
been had we operated as a separate, stand-alone entity prior to September 30, 2002, when CenterPoint
ceased to be our parent company. See note 1 to our consolidated Ñnancial statements. The Ñnancial data
for 1999 and 2000 are derived from the consolidated historical Ñnancial statements of CenterPoint.

Year Ended December 31,

1999 2000 2001 2002 2003
(1) (1) (1)(2) (1)(2)(3)(4) (1)(2)(4)(5)(6)

(In millions, except per share amount)

Income Statement Data:

Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $601 $2,732 $5,499 $10,588 $11,049

Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 88 198 378 288 (49)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 689 2,930 5,877 10,876 11,000

Expenses:

Fuel and cost of gas soldÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 293 911 1,576 1,082 1,414

Purchased powerÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149 926 2,498 7,421 7,031

Accrual for payment to CenterPoint ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 128 47

Operation and maintenanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 128 336 461 785 865

General, administrative and development ÏÏÏÏÏÏÏÏÏÏÏ 94 270 471 629 552

Wholesale energy goodwill impairment ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì 985

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23 118 170 368 419

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 687 2,561 5,176 10,413 11,313

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 369 701 463 (313)

Other income (expense):

Gains (losses) from investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14 (22) 23 (23) 2

(Loss) income of equity investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1) 43 7 18 (2)

Gain on sale of development project ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 18 Ì Ì Ì

Loss on sale of receivables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì (10) (37)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 Ì 2 15 9

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (7) (16) (267) (516)

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 16 22 28 35

Interest (expense) income Ì aÇliated companies, net (6) (172) 12 5 Ì

Total other income (expense) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9 (124) 50 (234) (509)

Income (loss) from continuing operations before income
taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11 245 751 229 (822)

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6 102 290 106 80

Income (loss) from continuing operations ÏÏÏÏÏÏÏÏÏÏÏÏ 5 143 461 123 (902)

Income (loss) from discontinued operations before
income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 73 83 (341) (310)

Income tax (beneÑt) expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4) (7) (16) 108 106

Income (loss) from discontinued operationsÏÏÏÏÏÏÏÏÏ 19 80 99 (449) (416)

Income (loss) before cumulative eÅect of accounting
changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24 223 560 (326) (1,318)

Cumulative eÅect of accounting changes, net of tax ÏÏÏÏ Ì Ì 3 (234) (24)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 24 $ 223 $ 563 $ (560) $(1,342)
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Year Ended December 31,

1999 2000 2001 2002 2003
(1) (1) (1)(2) (1)(2)(3)(4) (1)(2)(4)(5)

(In millions, except per share amount)

Basic Earnings (Loss) per Share:

Income (loss) from continuing operations $1.66 $ 0.43 $(3.07)

Income (loss) from discontinued
operations, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.36 (1.55) (1.42)

Income (loss) before cumulative eÅect of
accounting changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.02 (1.12) (4.49)

Cumulative eÅect of accounting changes,
net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.01 (0.81) (0.08)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2.03 $(1.93) $(4.57)

Diluted Earnings (Loss) per Share:

Income (loss) from continuing operations $1.66 $ 0.42 $(3.07)

Income (loss) from discontinued
operations, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.36 (1.54) (1.42)

Income (loss) before cumulative eÅect of
accounting changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.02 (1.12) (4.49)

Cumulative eÅect of accounting changes,
net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.01 (0.80) (0.08)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2.03 $(1.92) $(4.57)
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Year Ended December 31,

1999 2000 2001 2002 2003
(1) (1) (1) (1) (1)

(In millions, except operating data)

Statement of Cash Flow Data:

Cash Öows from operating activities ÏÏÏÏÏÏÏÏÏ $ 38 $ 335 $ (152) $ 519 $ 869

Cash Öows from investing activities ÏÏÏÏÏÏÏÏÏ (1,406) (3,013) (838) (3,486) 1,042

Cash Öows from Ñnancing activities ÏÏÏÏÏÏÏÏÏ 1,408 2,721 1,000 3,981 (2,888)

Operating Data:

Retail electricity sales (GWh) ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 60,736 63,999

Power generation data(7):

Wholesale power sales volumes (GWh)(8) 10,204 39,300 63,298 130,172 116,223

Wholesale net power generation volumes
(GWh)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,412 21,379 25,808 43,431 45,522

Trading data:

Trading power sales volumes (GWh) ÏÏÏÏÏ 128,266 125,971 222,907 306,425 81,674

Trading natural gas sales volumes (Bcf) ÏÏÏ 1,481 2,273 3,265 3,449 891

December 31,

1999 2000 2001 2002 2003
(1) (1) (1)(2) (1)(2)(3)(4) (1)(2)(4)(5)(9)

(In millions)

Balance Sheet Data:

Property, plant and equipment, net ÏÏÏÏÏÏÏÏ $ 592 $2,217 $2,796 $6,991 $8,527

Total assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,624 13,475 11,726 17,220 13,308

Current portion of long-term debt and short-
term borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20 Ì 94 820 431

Long-term debt to third parties ÏÏÏÏÏÏÏÏÏÏÏ 49 260 295 6,009 5,709

Accounts and notes (payable) receivable Ì
aÇliated companies, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,333) (1,967) 445 Ì Ì

Stockholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 741 2,345 5,984 5,653 4,372

(1) Our results of operations include the results of the following acquisitions, all of which were accounted for using the purchase

method of accounting, from their respective acquisition dates: a generating facility in Florida acquired in October 1999, the

REMA acquisition that occurred in May 2000 and the Orion Power acquisition that occurred in February 2002. See note 5 to

our consolidated Ñnancial statements for further information about the Orion Power acquisition. In December 2003, we sold our

European energy operations. In the Ñrst quarter of 2003, we began to report the results of our European energy operations as

discontinued operations in accordance with SFAS No. 144 and accordingly, reclassiÑed amounts from prior periods. See note 22

to our consolidated Ñnancial statements. In October 2003, we sold our Desert Basin plant operations and in accordance with

SFAS No. 144, eÅective July 2003, we began to report the results of our Desert Basin plant operations as discontinued

operations and accordingly, reclassiÑed amounts from prior periods. See note 23 to our consolidated Ñnancial statements.

(2) EÅective January 1, 2001, we adopted SFAS No. 133 which established accounting and reporting standards for derivative

instruments. See notes 2(d) and 7 to our consolidated Ñnancial statements.

(3) During the third quarter of 2002, we completed the transitional impairment test for the adoption of SFAS No. 142 on our

consolidated Ñnancial statements, including the review of goodwill for impairment as of January 1, 2002. Based on this

impairment test, we recorded an impairment of our European energy segment's goodwill of $234 million, net of tax, as a

cumulative eÅect of accounting change. See note 6 to our consolidated Ñnancial statements.

(4) We adopted EITF No. 02-03 eÅective January 1, 2003, which aÅected our accounting for electricity sales to large commercial,

industrial and institutional customers under executed contracts and our accounting for trading and hedging activities. It also

impacted these contracts executed after October 25, 2002 in 2002. See note 2(d) to our consolidated Ñnancial statements.

(5) During the third quarter of 2003, we performed a goodwill impairment analysis of our wholesale energy reporting unit and

recognized an impairment charge of $985 million. See note 6 to our consolidated Ñnancial statements.

(6) In July 2003, the EITF issued EITF No. 03-11, which became eÅective October 1, 2003. At that time, we began reporting

prospectively the settlement of sales and purchases of fuel and purchased power related to our non-trading commodity derivative
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activities that were not physically delivered on a net basis in our results of operations based on the item hedged pursuant to

EITF No. 03-11. This resulted in decreased revenues and decreased fuel and cost of gas sold and purchased power of

$834 million for the fourth quarter of 2003. We believe the application of EITF No. 03-11 will continue to result in a signiÑcant

amount of our non-trading commodity derivative activities being reported on a net basis prospectively that were previously

reported on a gross basis. We did not reclassify amounts for periods prior to October 1, 2003. See note 2(d) to our consolidated

Ñnancial statements.

(7) These amounts exclude volumes associated with our Desert Basin plant operations and our European energy operations, which

are classiÑed as discontinued operations.

(8) Includes physically delivered volumes, physical transactions that are settled prior to delivery and non-trading derivative activity

related to our power generation portfolio.

(9) We adopted FIN No. 46 on January 1, 2003, as it relates to our variable interests in three power generation projects that were

being constructed by oÅ-balance sheet entities under construction agency agreements, which pursuant to this guidance required

consolidation upon adoption. As a result, as of January 1, 2003, we increased our property, plant and equipment by $1.3 billion

and increased our secured debt obligations by $1.3 billion. See notes 2(c), 9(a) and 14(b) to our consolidated Ñnancial

statements.

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

Overview

In this section, we discuss our results of operations on a consolidated basis and on a segment basis for
each of our Ñnancial reporting segments. Our segments include retail energy, wholesale energy and other
operations. For additional information about our segments, see ""Business'' in Item 1 of this report and
note 21 to our consolidated Ñnancial statements.

We have three key objectives and strategies:

‚ We seek to be a highly eÇcient, customer-focused competitor. To achieve this objective, we intend
to (a) eÅect signiÑcant reductions in our overhead and operating costs, (b) implement process
eÇciencies and reduce costs, (c) mothball/retire marginal assets and (d) establish an environment
conducive to the development of a highly focused and motivated team.

‚ We intend to strengthen our balance sheet by (a) enhancing our proÑtability, (b) divesting non-
strategic assets and (c) accessing the capital markets to repay bank debt with the proceeds from
oÅerings of Ñxed income or equity securities.

‚ In order to capitalize on our competitive advantages, we intend to focus on regions where we
believe the rules support competitive markets, to link our generation assets to customer loads and to
capitalize on our unique retail skill set.

Our ability to achieve our strategies and objectives are subject to a number of factors some of which
we may not be able to control. See ""Cautionary Statement Regarding Forward-Looking Information'' and
""Ì Risk Factors.''

In 2003 and 2004, we have taken a number of actions intended to reduce our debt, strengthen our
balance sheet and allow us to focus on our core business Ì generating, supplying and marketing electricity
to customers.

‚ In March 2003, we discontinued our proprietary trading activities (see note 7(b) to our
consolidated Ñnancial statements).

‚ In March 2003, we reÑnanced $5.9 billion of bank credit facilities with new facilities that mature in
approximately four years (see note 9(a) to our consolidated Ñnancial statements).

‚ In June and July 2003, we issued $1.1 billion in senior secured notes and $275 million in
convertible senior subordinated notes and used the net proceeds of the senior secured notes to
prepay debt thereby satisfying the only mandatory principal payment required under our March
2003 credit facilities prior to maturity.
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‚ In August 2003, we reviewed our internal cost structure and identiÑed $140 million of annualized
savings opportunities of which $25 million was realized in 2003 and $125 million is expected to be
realized in 2004.

‚ As part of our ongoing evaluation of our wholesale energy business, we (a) recognized an
impairment of $985 million of goodwill in this segment, (b) retired 489 MW of plant assets and
mothballed 824 MW of plant assets in 2003 that no longer made economic sense to currently
operate and (c) sold our 588 MW Desert Basin plant operations and recorded an after-tax loss on
the sale of $75 million (see notes 6 and 23 to our consolidated Ñnancial statements). In February
2004, we announced our plans to mothball and/or retire an additional 727 MW from certain
peaking plants and units that serve the PJM Market subject to a review of certain reliability issues
with regulators.

‚ We (a) settled investigations by the CFTC relating to certain trading and price reporting issues,
(b) settled all inquiries, investigations and proceedings instituted by the FERC involving us in
connection with the FERC's ongoing review of western energy markets (except the pending FERC
refund proceeding) and (c) settled an investigation by the SEC concerning allegations of violations
of federal securities law. See note 15 to our consolidated Ñnancial statements.

‚ In December 2003, we completed the sale of our European energy operations (and recognized a
loss on sale of $310 million) in order to reduce debt and allow us to focus exclusively on our
United States operations (see note 22 to our consolidated Ñnancial statements).

‚ In December 2003, we Ñnalized a second amendment to our March 2003 credit facilities. In
connection with the amendment, we used $917 million that had accumulated in an escrow account,
including (a) the net sale proceeds of our Desert Basin plant, (b) a portion of the net sale proceeds
of our European energy operations and (c) the net proceeds of our convertible senior subordinated
notes to prepay debt under our March 2003 credit facilities. The amendment will give us greater
Öexibility to purchase selected generating assets to support our retail business in Texas. In
connection with this amendment, we also canceled our $300 million senior priority facility. See
note 9(a) to our consolidated Ñnancial statements.

‚ In January 2004, we made the decision to not exercise our option to purchase CenterPoint's 81%
ownership interest in Texas Genco in favor of pursuing a strategy of contracting for a signiÑcant
portion of our retail energy supply requirements, and over time, pursuing potential acquisitions of
individual generation assets.

‚ Consistent with our business objectives and strategies, in February 2004 we announced that we
intend to reduce our net debt-to-adjusted EBITDA ratio signiÑcantly by the end of 2006.
Consistent with this plan, we have targeted an additional $200 million in cost reductions. These
reductions are in addition to our $140 million cost reduction plan discussed above.

Although we have taken a number of actions in 2003 and early 2004 to restructure our business to
meet current market conditions, we continue to face a number of near and long-term challenges. The
operations of our wholesale energy segment continue to be negatively aÅected by depressed market
conditions. These, and other factors, are discussed in more detail in ""Ì Risk Factors'' and other sections
below.

As part of our eÅorts to simplify the corporate structure to reÖect a single operating company, we are
evaluating a possible change in our reportable segments in future reporting periods.
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Consolidated Results of Operations

2003 Compared to 2002

Net Loss. We reported $1.3 billion consolidated net loss, or $4.57 loss per share, for 2003 compared
to $560 million consolidated net loss, or $1.92 loss per diluted share, for 2002. The $782 million increase
in net loss is detailed as follows (in millions):

Wholesale energy segment EBITÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 964

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 249

Retail energy segment EBIT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (101)

Other operations segment EBITÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (59)

Discontinued operations, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (33)(1)

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (26)

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5

Net increase before cumulative eÅect of accounting changesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 992

Cumulative eÅect of accounting changes in 2003, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24(2)

Cumulative eÅect of accounting change in 2002, net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (234)(3)

Net increase in loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 782

(1) See notes 22 and 23 to our consolidated Ñnancial statements.

(2) See notes 2(c), 2(d) and 2(q) to our consolidated Ñnancial statements.

(3) See note 6 to our consolidated Ñnancial statements.

EBIT. For an explanation of changes in EBIT, see ""Ì EBIT by Business Segment.''

Interest Expense. We incurred $516 million of interest expense to third parties during 2003
compared to $267 million in 2002. The $249 million increase in interest expense to third parties is detailed
as follows (in millions):

Interest expense on third-party debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $166(1)

Write-oÅ of deferred Ñnancing costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55(2)

Amortization of deferred Ñnancing costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47(2)

Bank and facility fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34

Unrealized loss on de-designated interest rate caps ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9(3)

Amortization of warrantsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7(4)

Amortization of adjustments to fair value of interest rate swaps ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7(1)

Capitalized interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (57)(5)

Reclass from other comprehensive loss for terminated interest rate swaps ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (16)(3)

OÅsets to interest expense for amortization of adjustments to fair value of debtÏÏÏÏÏÏÏÏÏ (3)(1)

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $249

(1) See note 9 to our consolidated Ñnancial statements.

(2) See note 2(r) to our consolidated Ñnancial statements.

(3) See note 9(c) to our consolidated Ñnancial statements.

(4) See note 9(b) to our consolidated Ñnancial statements.

(5) See note 2(i) to our consolidated Ñnancial statements.
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Interest Income. We recognized interest income from third parties of $35 million for 2003 as
compared to $28 million for 2002. The increase is primarily due to interest income of $13 million recorded
during 2003 compared to $5 million recorded during 2002, recognized on receivables related to energy
sales in California (see note 15(b) to our consolidated Ñnancial statements).

Income Tax Expense. During 2002, our eÅective tax rate was 46.2%. Our eÅective tax rate for 2003
is not meaningful due to the goodwill impairment charge of $985 million, which is non-deductible for
income tax purposes. Our reconciling items from the federal statutory rate of 35% to the eÅective tax rate
totaled $26 million for 2002. These items primarily related to state income taxes and an increase in
valuation allowances primarily due to the impairment of certain venture capital investments. Our
reconciling items from the federal statutory rate of 35% to the eÅective tax rate totaled $23 million,
excluding the goodwill impairment charge, for 2003. These items primarily related to state income taxes,
tax reserves, valuation allowances related to Canadian operating losses and revisions of estimates for taxes
accrued in prior periods. See note 13 to our consolidated Ñnancial statements.

2002 Compared to 2001

Net Loss. We reported $560 million consolidated net loss, or $1.92 loss per diluted share, for 2002
compared to $563 million consolidated net income, or $2.03 earnings per share, for 2001. The $1.1 billion
decrease in net income is detailed as follows (in millions):

Wholesale energy segment EBIT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (883)

Discontinued operations, net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (548)(1)

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (251)

Retail energy segment EBIT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 533

Income tax beneÑt/expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 184

Other operations segment EBIT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 80

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7)

Net decrease before cumulative eÅect of accounting changesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (886)

Cumulative eÅect of accounting change in 2002, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (234)(2)

Cumulative eÅect of accounting change in 2001, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3)(3)

Net decrease in income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1,123)

(1) See notes 22 and 23 to our consolidated Ñnancial statements.

(2) See note 6 to our consolidated Ñnancial statements.

(3) See notes 2(d) and 7 to our consolidated Ñnancial statements.

EBIT. For an explanation of changes in EBIT, see ""Ì EBIT by Business Segment.''
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Interest Expense. We incurred $267 million of interest expense to third parties during 2002
compared to $16 million in 2001. The $251 million increase in interest expense to third parties is detailed
as follows (in millions):

Interest expense on debt related to Orion Power acquisition, including amortization of
adjustmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $207(1)

Other interest expense on third-party debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24(2)

Reclass from other comprehensive loss for terminated interest rate swaps in 2002 ÏÏÏÏÏÏÏ 16(2)

Capitalized interest on third-party debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11(3)

Bank and facility fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4

Amortization of deferred Ñnancing costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2

Interest on margin depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13)

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $251

(1) See notes 5 and 9 to our consolidated Ñnancial statements.

(2) See note 9 to our consolidated Ñnancial statements.

(3) See note 2(i) to our consolidated Ñnancial statements.

Interest Income. We recognized interest income from third parties of $28 million for 2002 compared
to $22 million for 2001. The increase is primarily due to interest income of $5 million recorded during
2002, recognized on receivables related to energy sales in California (see note 15(b) to our consolidated
Ñnancial statements).

Income Tax Expense. During 2001 and 2002, our eÅective tax rate was 38.7% and 46.2%,
respectively. Our reconciling items from the federal statutory rate of 35% to the eÅective tax rate totaled
$28 million for 2001. These items primarily related to state income taxes and goodwill amortization. Our
reconciling items from the federal statutory rate of 35% to the eÅective tax rate totaled $26 million for
2002. See discussion above for 2002 reconciling items. See note 13 to our consolidated Ñnancial
statements.

EBIT by Business Segment

The following tables present operating income (loss) and EBIT for each of our business segments for
2001, 2002 and 2003. The primary performance measure used by management to evaluate segment
performance is EBIT from continuing operations, which at the segment level represents all proÑts or losses
from continuing operations (both operating and non-operating) before deducting interest and taxes.
Management believes EBIT is a good indicator of each segment's operating performance as it represents
the results of operations without regard to Ñnancing methods or capital structure. In addition, we believe
EBIT from continuing operations is used by our investors as a supplemental Ñnancial measure in the
evaluation of our consolidated results of operations. Items excluded from EBIT are signiÑcant components
in understanding and assessing our Ñnancial performance. Additionally, our computation of EBIT may not
be comparable to other similarly titled measures computed by other companies, because all companies do
not calculate it in the same fashion. For a reconciliation of our operating income (loss) to EBIT and
EBIT to net income (loss), see below.
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The following tables set forth our operating income (loss) and EBIT by segment for 2001, 2002 and
2003 reconciled to our consolidated net income (loss):

Year Ended December 31, 2001

Retail Wholesale Other
Energy Energy Operations Eliminations Consolidated

(In millions)

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $188 $5,678 $ 11 $ Ì $5,877

Total operating expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (201) (4,774) (201) Ì (5,176)

Operating (loss) incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13) 904 (190) Ì 701

Gains from investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 23 Ì 23

Income of equity investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 7 Ì Ì 7

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2 Ì Ì 2

(Loss) earnings before interest and income
taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13) 913 (167) Ì 733

Interest income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18

Income tax expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 290

Income from continuing operationsÏÏÏÏÏÏÏÏÏÏÏ 461

Income from discontinued operations, net of tax 99

Income before cumulative eÅect of accounting
changeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 560

Cumulative eÅect of accounting change, net of
tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 563

Year Ended December 31, 2002

Retail Wholesale Other
Energy Energy Operations Eliminations Consolidated

(In millions)

Total revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $4,354 $6,585 $ 3 $(66) $10,876

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,824) (6,588) (67) 66 (10,413)

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 530 (3) (64) Ì 463

Losses from investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (23) Ì (23)

Income of equity investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 18 Ì Ì 18

Loss on sale of receivables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10) Ì Ì Ì (10)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 15 Ì Ì 15

Earnings (loss) before interest and income
taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 520 30 (87) Ì 463

Interest expense, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (234)

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 106

Income from continuing operations ÏÏÏÏÏÏÏÏÏ 123

Loss from discontinued operations, net of tax (449)

Loss before cumulative eÅect of accounting
change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (326)

Cumulative eÅect of accounting change, net
of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (234)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (560)
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Year Ended December 31, 2003

Retail Wholesale Other
Energy Energy Operations Eliminations Consolidated

(In millions)

Total revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,936 $5,297 $ 1 $(234) $11,000

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,278) (6,238) (31) 234 (11,313)

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 658 (941) (30) Ì (313)

Gains from investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 2 Ì 2

Loss of equity investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (2) Ì Ì (2)

Loss on sale of receivables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (37) Ì Ì Ì (37)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 9 Ì Ì 9

Earnings (loss) before interest and income
taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 621 (934) (28) Ì (341)

Interest expense, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (481)

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 80

Loss from continuing operations ÏÏÏÏÏÏÏÏÏÏÏÏ (902)

Loss from discontinued operations, net of tax (416)

Loss before cumulative eÅect of accounting
changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,318)

Cumulative eÅect of accounting changes, net
of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (24)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1,342)

Retail Energy

Our retail energy segment provides electricity products and services to customers, ranging from
residential and small commercial customers to large commercial, industrial and institutional customers. For
a description of our retail energy segment, see ""Our Business Ì Retail Energy'' in Item 1 of this report
and note 21 to our consolidated Ñnancial statements.

In 2002 and 2003, our retail energy segment was the largest contributor of income and cash Öow. We
view the retail business as relatively stable in the current competitive environment. We expect, given
current trends in the wholesale energy markets, that this segment will be the primary contributor to our
consolidated operating results in 2004. As the competitive market place in Texas evolves, we expect to lose
residential and small commercial market share in the Houston market. We expect, based on current
trends, that these customer losses will be partially oÅset by gains in residential and small commercial
market share in other areas. Our eÅorts to gain customers outside of the Houston area may require us to
increase our spending for marketing and advertising. Although our retail energy segment has recently
expanded operations to focus on gaining commercial, industrial and institutional customers in the PJM
Market, its primary market continues to be Texas. We expect to continue to renew contracts with a
signiÑcant portion of our large commercial, industrial and institutional customers in the Texas and PJM
markets, and where possible, add new customer contracts. For information regarding Texas price-to-beat
regulations and other factors that could have a material impact on the results of operations of our retail
energy segment, see ""Our Business Ì Retail Energy'' and ""Ì Risk Factors.''

We estimate a portion of our retail electricity sales and services and our energy supply costs. See
""Critical Accounting Estimates'' within this section. During 2003, we revised our estimates and
assumptions related to 2002 and accordingly, recognized $39 million of income in our results of operations
in 2003 related to 2002. These amounts are based on the latest information we have to date and as
additional information becomes available, we will continue to recognize income and/or losses in future
periods related to our historical results of operations.
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As a part of our February 2004 cost reduction plan, we expect to restructure certain aspects of this
segment, which may result in charges to earnings reÖecting severance and other restructuring costs.

The following table provides summary data, including EBIT, of our retail energy segment for 2001,
2002 and 2003:

Year Ended December 31,

2001 2002 2003

(In millions)

Retail electricity sales and services revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $114 $3,001 $4,952

Revenues from resales of purchased power and other hedging activitiesÏÏÏÏÏÏÏÏ Ì 1,201 984

Contracted commercial, industrial and institutional margins (trading margins) 74 152 Ì

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 188 4,354 5,936

Operating expenses:

Purchased power and delivery feesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6 3,226 4,683

Gross margin ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 182 1,128 1,253

Other operating expenses:

Accrual for payment to CenterPoint ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 128 47

Operation and maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109 211 236

Selling, general and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75 233 277

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11 26 35

Operating (loss) income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13) 530 658

Loss on sale of receivables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (10) (37)

(Loss) earnings before interest and income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(13) $ 520 $ 621

Operations Data:

Electricity sales (GWh):

Residential ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,034 22,937

Small commercial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,774 12,021

Large commercial, industrial and institutional(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26,928 29,041

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60,736 63,999

Customers as of December 31, 2002 and 2003 (in thousands, metered
locations):

Residential ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,478 1,607

Small commercial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 214 210

Large commercial, industrial and institutional(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24 38

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,716 1,855

(1) Includes volumes/customers of the Government Land OÇce for whom we provide services.

As described in note 2(d) to our consolidated Ñnancial statements, eÅective January 1, 2003, we
discontinued the use of mark-to-market accounting for electricity sales to large commercial, industrial and
institutional customers under executed contracts (and the related energy supply contracts) for contracts
executed prior to October 25, 2002. The discontinuation of mark-to-market accounting was a result of our
adoption of EITF No. 02-03. In addition, beginning October 1, 2003, we adopted EITF No. 03-11, which
requires us to report a signiÑcant amount of our non-trading commodity hedging activities on a net, as
opposed to a gross, basis. Accordingly, our Ñnancial results are not comparable between 2002 and 2003.
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We must contract with other generators/suppliers to supply the majority of our obligations. We
purchase and sell electricity supply in the market as a means to manage our energy supply. For example,
we may purchase power in one zone of Texas and subsequently resell that power and purchase power in
another zone of Texas based on changing energy supply needs. Prior to October 1, 2003, these transactions
are recorded as gross revenues and purchased power and are disclosed in ""revenues from resales of
purchased power and other hedging activities'' and ""purchased power and delivery fees,'' as applicable.

2003 Compared to 2002

EBIT. Our retail energy segment's EBIT was $621 million for 2003 compared to $520 million for
2002. The increase of $101 million is detailed as follows (in millions):

Gross marginsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $125

Accrual for payment to CenterPoint ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 81

Operation and maintenance and selling, general and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (69)

Loss on sale of receivables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (27)

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9)

Net increase in income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $101

Total Revenues. Total revenues increased $1.6 billion during 2003 compared to 2002. However, as
discussed above, the results of operations are not comparable between 2002 and 2003. The following table
reconciles reported revenues to revenues from end-use customers on a comparable basis for 2002 and 2003
considering the impacts of applying EITF No. 02-03 and EITF No. 03-11:

Year Ended
December 31,

2002 2003

(In millions)

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $4,354 $5,936

To reÖect additional revenues recorded on a net basis ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,722 168

6,076 6,104

Less: Portion of revenues recorded on a net basis related to resales of
purchased power acquired for hedging activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (865) (168)

Less: Revenues from resales of purchased power and other hedging activitiesÏÏ (1,201) (984)

Gross revenues from end-use retail customers ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $4,010 $4,952

The following details our gross revenues from end-use retail customers by customer class:

Year Ended
December 31,

2002 2003

(In millions)

Texas(1):

Residential and small commercial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,832 $3,473

Large commercial, industrial and institutional ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,178 1,439

Outside of Texas:

Commercial, industrial and institutional ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 40

Gross revenue from end-use retail customers ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $4,010 $4,952

(1) With respect to our customers in Texas, we experience seasonal peak loads in the months of June, July and August due to the

weather.
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The $942 million increase in revenues from end-use retail customers is due to (a) increases in the
price-to-beat for residential and small commercial customers in the Houston area, (b) an increase in large
commercial, industrial and institutional customers' rates that are indexed to the price of natural gas and
new Ñxed-price contracts that were executed at higher prices, (c) a 9% increase in residential customers
and sales volumes and (d) an increase in sales volumes to large commercial, industrial and institutional
customers. These increases were partially oÅset by a decrease in small commercial customers. Our
revenues from resales of purchased power and other hedging activities decreased due to changes in our
strategies for risk management and hedging our electric energy supply.

Purchased Power and Delivery Fees. Purchased power and delivery fees increased $1.5 billion during
2003 compared to 2002. However, as discussed above, the results of operations are not comparable
between 2002 and 2003. The following table reconciles reported purchased power and delivery fees to
purchased power and delivery fees attributable to end-use customers on a comparable basis for 2002 and
2003 considering the impacts of applying EITF No. 02-03 and EITF No. 03-11:

Year Ended
December 31,

2002 2003

(In millions)

Total purchased power and delivery feesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,226 $4,683

To reÖect additional purchased power and delivery fees recorded on a net basis 1,722 168

4,948 4,851

Less: Costs of purchased power subsequently resold and other hedging
activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,066) (1,152)

Gross purchased power and delivery fees attributable to end-use retail
customers ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,882 $3,699

The $817 million increase in purchased power and delivery fees attributable to end-use retail customers is
detailed as follows (in millions):

Higher energy costs primarily due to higher natural gas prices (see above) and increased
volumes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $778

Increase in rates for ERCOT ISO load related fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $817

Our costs of purchased power subsequently resold and other hedging activities decreased due to changes in
our strategies for risk management and hedging our electric energy supply.

Gross Margins. Our retail energy segment's gross margins increased $125 million in 2003 compared
to 2002. The increase is detailed as follows (in millions):

Higher revenue rates and volumes partially oÅset by higher purchased power and delivery
fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $182(1)

Revised estimates for electric sales and supply costs related to prior periodsÏÏÏÏÏÏÏÏÏÏÏÏ 39

Change in accounting method (EITF No. 02-03)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (57)

Increase in rates for ERCOT ISO load related fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (39)

Net increase in income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $125

(1) Increase due to timing of price-to-beat fuel factor rate increases compared to higher fuel costs from changes in natural gas

prices. Increase also due to higher customer count for residential and large commercial, industrial and institutional customers, as

well as increased volumes for residential customers, partially oÅset by the impact of sales volumes for large commercial,

industrial and institutional customers.

Accrual for Payment to CenterPoint. We will be required to make a payment to CenterPoint
estimated to be due in the fourth quarter of 2004 related to residential customers. As of December 31,
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2003, we estimate the payment to be $175 million. We accrued $128 million during 2002 and $47 million
during 2003, for a total accrual of $175 million. See note 14(d) to our consolidated Ñnancial statements.

Operation and Maintenance and Selling, General and Administrative. Operation and maintenance
expenses and selling, general and administrative expenses increased $69 million in 2003 compared to 2002.
The increase is detailed as follows (in millions):

Employee-related, customer-related and other administrative costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $36(1)

Corporate overhead charges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26(2)

Marketing costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14(3)

Bad debt expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7)(4)

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $69

(1) Increase due to increasing costs during 2002 to reach the normal operational level to serve customers in the Texas retail market.

(2) Increase due to (a) compensation, severance and beneÑt costs, (b) higher insurance costs, including property insurance and

directors' and oÇcers' insurance and (c) expenses associated with our corporate oÇce move and related costs. In addition, our

retail energy segment's proportion of the corporate overhead charges increased due to the increased support for this segment,

which had increased operations in 2003 compared to 2002.

(3) Increase due to costs of additional marketing and other costs associated with obtaining new customers in areas outside of the

Houston market.

(4) Decrease due to changes in regulations in September 2002, which allowed us to disconnect customers for non-payment of their

electric bills.

Depreciation and Amortization. Depreciation and amortization expense increased $9 million in 2003
compared to 2002. The increase is primarily due to depreciation related to the information systems
developed and placed in service during the Ñrst quarter of 2002.

Loss on Sale of Receivables. Loss on sale of receivables increased $27 million in 2003 compared to
2002. The increase is due to additional sales of receivables and increase in the discount factor pursuant to
our receivables factoring facility. For additional information on our receivables facility, see note 16 to our
consolidated Ñnancial statements.

2002 Compared to 2001

EBIT. Our retail energy segment's EBIT was $520 million for 2002 compared to a $13 million loss
for 2001. The $533 million increase in EBIT was primarily due to the commencement of full competition,
which began January 1, 2002 and resulted in increased margins related to retail electric sales to residential,
small commercial and large commercial, industrial and institutional customers. The increase in margins
was partially oÅset by increased operating expenses as further discussed below.

Total Revenues. Total revenues increased $4.2 billion in 2002 compared to 2001. The increase is due
to (a) retail electric sales in the Texas retail market to residential, small commercial and large
commercial, industrial and institutional customers in the Houston area in connection with full competition,
which began January 1, 2002 and (b) our revenues from resales of purchased power and other hedging
activities.

In addition, $53 million of revenues for 2001 were recorded for billing, customer service, credit and
collection and remittance services charged to CenterPoint. The associated costs are included in operation
and maintenance expenses and selling, general and administrative expenses. Our retail energy segment
charged for these services provided at cost. The service agreement governing these services terminated on
December 31, 2001.

Purchased Power and Delivery Fees. Purchased power expense and delivery fees increased
$3.2 billion in 2002 compared to 2001. The increase is due to costs associated with retail electric sales and
costs of purchased power subsequently resold and other hedging activities.
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Gross Margins. Our retail energy segment's gross margins increased $946 million in 2002 compared
to 2001. The increase is primarily due to the opening of the Texas market to full competition in January
2002. During 2002, the retail energy segment recognized $152 million of margins related to commercial,
industrial and institutional electricity contracts (including $6 million of unrealized losses) compared to
$74 million (including $73 million of unrealized gains) in 2001. For information regarding the accounting
for electricity sales to large commercial, industrial and institutional customers, see note 2(d) to our
consolidated Ñnancial statements.

Operation and Maintenance and Selling, General and Administrative. Operation and maintenance
expenses and selling, general and administrative expenses increased $260 million in 2002 compared to
2001. The increase is detailed as follows (in millions):

Employee-related, customer-related and other administrative costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $111(1)

Bad debt expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 69(2)

Gross receipt taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59(3)

Corporate overhead charges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44(4)

Marketing costs, primarily in TexasÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23(1)

General and administrative costs charged to CenterPoint in 2001ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (53)(5)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $260

(1) Increase primarily due to the Texas retail market opening to full competition in January 2002.

(2) Increase associated with the start-up of the retail electric market and regulations which, until September 2002, did not allow us

to disconnect customers for non-payment of their electric bills.

(3) Increase relates to increased retail electric sales.

(4) Increase due to higher information technology costs, advisory fees, legal costs and insurance to support this segment.

(5) See discussion above.

Depreciation and Amortization. Depreciation and amortization expense increased $15 million in 2002
compared to 2001. The increase is detailed as follows (in millions):

Information systemsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17

Goodwill amortization in 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2)(1)

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $15

(1) See note 6 to our consolidated Ñnancial statements.

Loss of Sale of Receivables. Loss on sale of receivables increased $10 million in 2002 compared to
2001 reÖecting the establishment of our receivables facility in 2002. See note 16 to our consolidated
Ñnancial statements.

Wholesale Energy

As of December 31, 2003, our wholesale energy segment owned or leased electric power generation
facilities with an aggregate net operating generating capacity of 19,442 MW (exclusive of units retired or
mothballed). For a description of the wholesale energy segment, see ""Our Business Ì Wholesale Energy''
in Item 1 of this report and note 21 to our consolidated Ñnancial statements.

The EBIT of our wholesale energy segment has declined signiÑcantly since 2001 primarily as a
function of depressed market conditions. In 2003, the EBIT of this segment was also negatively aÅected by
an $80 million trading loss in the Ñrst quarter of that year. In March 2003, we discontinued our proprietary
trading business.
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In 2003, we (a) recognized an impairment of $985 million of goodwill in this segment, (b) retired
489 MW of plant assets and mothballed 824 MW of plant assets and (c) sold our 588 MW Desert Basin
plant (see notes 6 and 23 to our consolidated Ñnancial statements). In February 2004, we announced our
plans to mothball and/or retire an additional 727 MW from certain peaking plants and units that serve the
PJM Market subject to a review of certain reliability issues with regulators.

Based on current trends, we do not anticipate that conditions in the wholesale energy markets are
likely to improve signiÑcantly in 2004. However, we believe that the wholesale energy market is cyclical
and that conditions will ultimately improve. For information regarding factors that could have a material
impact on the results of operations of our wholesale energy segment, see ""Ì Risk Factors.''

As part of our February 2004 cost reduction plan, we expect to restructure certain aspects of this
segment, which may result in charges to earnings reÖecting severance and other restructuring costs.

The following table provides summary data, including EBIT, of our wholesale energy segment for
2001, 2002 and 2003:

Year Ended December 31,

2001 2002(1) 2003(1)

(In millions)

Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 5,374 $ 6,449 $ 5,346

Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 304 136 (49)

Total revenues(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,678 6,585 5,297

Operating expenses:

Fuel and cost of gas sold(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,576 1,082 1,414

Purchased power(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,492 4,261 2,582

Gross margin(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,610 1,242 1,301

Other operating expenses:

Operation and maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 331 571 628

General, administrative and developmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 258 347 276

Wholesale energy goodwill impairment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 985

Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 117 327 353

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 904 (3) (941)

Other income (expense):

Income (loss) of equity investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 18 (2)

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 15 9

Earnings (loss) before interest and income taxes ÏÏÏÏÏÏ $ 913 $ 30 $ (934)

Margins:

Power generation(3)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,306 $ 1,106 $ 1,350

TradingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 304 136 (49)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,610 $ 1,242 $ 1,301

Power Generation Data(4):

Wholesale power sales volumes (GWh)(5) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 63,298 130,172 116,223

Wholesale power purchase volumes (GWh)(5) ÏÏÏÏÏÏÏÏÏÏÏ 37,490 86,741 70,701

Wholesale net power generation volumes (GWh) ÏÏÏÏÏÏÏÏÏ 25,808 43,431 45,522

(1) The results of operations and volumes for 2002 include the results of Orion Power from the date of acquisition (February 19,

2002), while the results for 2003 include a full year of Orion Power.
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(2) In July 2003, the EITF issued EITF No. 03-11, which became eÅective October 1, 2003. At that time, we began reporting

prospectively the settlement of sales and purchases of fuel and purchased power related to our non-trading commodity derivative

activities that were not physically delivered on a net basis in our results of operations based on the item hedged pursuant to

EITF No. 03-11. This resulted in decreased revenues and decreased fuel and cost of gas sold and purchased power of

$666 million for the fourth quarter of 2003. We believe the application of EITF No. 03-11 will continue to result in a signiÑcant

amount of our non-trading commodity derivative activities being reported on a net basis prospectively that were previously

reported on a gross basis. We did not reclassify amounts for periods prior to October 1, 2003. See note 2(d) to our consolidated

Ñnancial statements.

(3) Total revenues less fuel and cost of gas sold and purchased power.

(4) These amounts exclude volumes associated with our Desert Basin plant operations, which are classiÑed as discontinued

operations.

(5) Includes physically delivered volumes, physical transactions that are settled prior to delivery and hedge activity related to our

power generation portfolio.

2003 Compared to 2002

EBIT. Our wholesale energy segment's EBIT was a loss of $934 million for 2003 compared to
earnings of $30 million for 2002. The decrease of $964 million is detailed as follows (in millions):

Goodwill impairment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(985)(1)

Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (185)

Operation and maintenance expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (57)

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (26)

Income/loss of equity investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (20)

Power generation margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 244

General, administrative and development expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 71

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6)

Net decrease in incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(964)

(1) See note 6 to our consolidated Ñnancial statements.

Revenues. Our wholesale energy segment's revenues, excluding trading margins, decreased $1.1 bil-
lion in 2003 compared to 2002. The decrease is primarily due to (a) the application of EITF No. 03-11,
which reduced 2003 revenues by $666 million (see note 2(d) to our consolidated Ñnancial statements) and
(b) a 14% decrease in power sales volumes. The decrease is partially oÅset by (a) a 4% increase in prices
for power sales partially due to increased gas costs, (b) $209 million of changes in our refund obligation
and credit reserves for energy sales in California (see note 15(b) to our consolidated Ñnancial statements)
and (c) $184 million due to the inclusion of a full year's results of Orion Power's operations in 2003 as
the acquisition occurred in February 2002. Our revenues from power sales and other hedging activities
decreased due to changes in our strategies and our liquidity constraints for risk management, hedging and
optimizing of our generation portfolio.

Fuel and Cost of Gas Sold and Purchased Power. Our wholesale energy segment's fuel and cost of
gas sold and purchased power decreased $1.3 billion in 2003 compared to 2002. The decrease is primarily
due to (a) the application of EITF No. 03-11, which reduced 2003 fuel and cost of gas sold and
purchased power by $666 million (see note 2(d) to our consolidated Ñnancial statements) and
(b) decreased purchased power volumes and a decrease in prices of purchased power as a result of our
hedging activities (see above).

Trading Margins. Trading margins decreased $185 million in 2003 compared to 2002. The decrease
is primarily due to the discontinuance of proprietary trading in March 2003 and a pre-tax loss of
approximately $80 million in connection with a Ñnancial gas spread position during the month of February
2003. In addition, the reduced market liquidity driven by the industry's restructuring contributed to the
decrease. The decrease was partially oÅset by the impact of positive reserve and valuation adjustments
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totaling $11 million recorded during 2003. See ""Quantitative and Qualitative Disclosures About Market
Risk'' in Item 7A of this report.

Power Generation Margins. Our wholesale energy segment's power generation margins increased
$244 million in 2003 compared to 2002. The increase is detailed as follows (in millions):

California energy sales refund provision charges in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $176(1)

California energy sales refund provision reversals in 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 110(1)

Mid-Continent and New York regions Ì full year for Orion Power ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 70(2)

Mid-Atlantic region, excluding expiration of capacity contract ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64(3)

ERCOT Region ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29(4)

Margins associated with CenterPointÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18(5)

FERC settlement recorded in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14(6)

Margins resulting from a terminated counterpartyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12

Mid-Atlantic region Ì expiration of capacity contract ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (66)

California energy sales credit provision reversals in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (62)(1)

West regionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (56)(7)

FERC settlement in October 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (37)(6)

New York region ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (22)(8)

California energy sales credit provisions in 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15)(1)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9

Net increase in income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $244

(1) See note 15(b) to our consolidated Ñnancial statements.

(2) Increase due to the inclusion of a full year's results of Orion Power's operations in 2003, as the acquisition occurred in February

2002.

(3) Increase primarily due to increased margins from our coal plants due to higher power prices driven by increased natural gas

prices.

(4) Increase primarily due to increased steam sales at the Channelview facility.

(5) Increase associated with billings to CenterPoint for engineering, technical and other support services provided to Texas Genco's

facilities under a support agreement entered into in September 2002 (see note 3 to our consolidated Ñnancial statements).

(6) See note 15(a) to our consolidated Ñnancial statements.

(7) Decrease due to (a) lower spark spreads during 2003, (b) settlement of 2002 electric energy hedges entered into at higher prices

and (c) an increase in losses due to hedge ineÅectiveness.

(8) Decrease as a result of increased fuel costs due to unhedged fuel positions and forward power sales.

Operation and Maintenance. Operation and maintenance expenses for our wholesale energy segment
increased $57 million in 2003 compared to 2002. The increase is detailed as follows (in millions):

Full year for Orion PowerÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $37

Facilities reaching commercial operation in 2002 and 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16(1)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $57

(1) Increase due to the Hunterstown and Choctaw facilities reaching commercial operation in 2003 and the Channelview and

Liberty facilities reaching commercial operation in 2002.
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General, Administrative and Development. General, administrative and development expenses
decreased $71 million in 2003 compared to 2002. The decrease is detailed as follows (in millions):

Development costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(41)(1)

Consulting fees and legal costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (27)

Severance expense related to restructuring in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (20)

Other salary and incentive costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14)

Provision for doubtful accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12)

CFTC settlement in November 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18(2)

Corporate overhead allocationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18(3)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7

Net decrease in expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(71)

(1) Decrease due to direct write-oÅs of development costs due to the cancellation of power generation projects in 2002 and less

development activity in 2003.

(2) See note 15(a) to our consolidated Ñnancial statements.

(3) Increase due to (a) compensation, severance and beneÑt costs, (b) higher insurance costs, including property insurance and

directors' and oÇcers' insurance and (c) expenses associated with our corporate oÇce move and related costs. This increase was

partially oÅset for our wholesale energy segment as a higher proportion of the corporate overhead charges were allocated to our

retail energy segment, which had increased operations in 2003 compared to 2002.

Depreciation and Amortization. Depreciation and amortization expense increased $26 million in 2003
compared to 2002. The increase is detailed as follows (in millions):

Full year for Orion PowerÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 21

Amortization of emission allowances due to higher average prices of allowances usedÏÏÏÏ 14

Early retirement of certain units at Sayreville and Etiwanda facilities in 2003 ÏÏÏÏÏÏÏÏÏÏ 14

Two power generation facilities reaching commercial operation in 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14

Write-down of oÇce building to fair value less costs to sell in 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7

Impairment charges related to turbines and generators in 2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (37)(1)

Early retirement of certain units at the Warren facility in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 26

(1) See note 14(c) to our consolidated Ñnancial statements.

Income (Loss) of Equity Investments. The equity income/loss in both years primarily resulted from
an investment in an electric generation plant in Boulder City, Nevada. The equity income related to our
investment in the plant decreased $21 million in 2003 compared to 2002, primarily due to receipts of
$22 million of business interruption and property/casualty insurance settlements during 2002.
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2002 Compared to 2001

EBIT. Our wholesale energy segment's EBIT was $30 million for 2002 compared to $913 million for
2001. The decrease of $883 million is detailed as follows (in millions):

Power generation margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(807)(1)

Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (172)(1)

General, administrative and development expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (89)(1)

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (73)(1)

Orion Power acquisition in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 224

Operation and maintenance expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13(1)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21(1)

Net decrease in incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(883)

(1) Excludes eÅects of the Orion Power acquisition, which occurred in February 2002. See note 5 to our consolidated Ñnancial

statements.

Revenues. Our wholesale energy segment's revenues, excluding trading margins, increased $1.1 bil-
lion in 2002 compared to 2001. The increase is primarily due to (a) $2.2 billion in the Mid-Atlantic region
as a result of hedging activities and (b) $1.1 billion related to the Orion Power acquisition in February
2002. The increase was partially oÅset by a $2.4 billion decrease in the West region as a result of reduced
generation, reduced hedging activities and lower prices for power sales.

Fuel and Cost of Gas Sold and Purchased Power. Our wholesale energy segment's fuel and cost of
gas sold and purchased power increased $1.3 billion in 2002 compared to 2001. The increase is primarily
due to (a) $2.3 billion in the Mid-Atlantic region as a result of hedging activities and (b) $444 million
due to the Orion Power acquisition. The increase was partially oÅset by a $1.7 billion reduction of
generation volumes, reduced hedging activities and lower prices for fuel in the West region.

Trading Margins. Trading margins decreased $168 million in 2002 compared to 2001. The decrease
is primarily due to lower commodity volatility in the power markets, reduced market liquidity driven by
the industry's restructuring and the reduction of our trading activities as a result of our restructuring in
2002.

Power Generation Margins. Our wholesale energy segment's power generation margins decreased
$200 million in 2002 compared to 2001. The decrease is detailed as follows (in millions):

West regionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(641)(1)

California energy sales refund provision charges in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (176)(2)

Mid-Atlantic region ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (68)(3)(4)

Other regions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (54)(4)(5)

IneÅectiveness of cash Öow hedges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (28)(4)(6)

Orion Power acquisition in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 608

Provision for Enron receivables and derivative assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 63(7)

California energy sales credit provision reversals in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62(2)

ERCOT Region ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29(8)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5(4)

Net decrease in incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(200)

(1) Decrease due to (a) the loosening of tight supply and demand conditions that existed in the Ñrst half of 2001, (b) a full year of

energy price caps which were initially implemented in June 2001 and (c) other regulatory provisions that suppressed ancillary

services revenues.

(2) See note 15(b) to our consolidated Ñnancial statements.
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(3) Decrease due to a decline in power prices and reduced capacity revenues as a result of the expiration of a large capacity contract

and lower capacity market conditions, which were primarily a result of increased generation supply in the region as well as

regulatory intervention.

(4) Excludes eÅects of the Orion Power acquisition, which occurred in February 2002. See note 5 to our consolidated Ñnancial

statements.

(5) Decrease primarily due to decreases in power prices, losses on our tolling contracts and increased gas transportation costs in

2002.

(6) Decrease due to $27 million gain in 2001 primarily related to the California market compared to $1 million loss in 2002. See

note 7(a) to our consolidated Ñnancial statements.

(7) See note 15(a) to our consolidated Ñnancial statements.

(8) These assets began commercial operation in the last half of 2001 and in June 2002.

Operation and Maintenance. Operation and maintenance expenses for our wholesale energy segment
increased $240 million in 2002 compared to 2001. The increase is detailed as follows (in millions):

Orion Power acquisition in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $254

Lower maintenance and outage costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (27)(1)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13(1)

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $240

(1) Excludes eÅects of the Orion Power acquisition, which occurred in February 2002. See note 5 to our consolidated Ñnancial

statements.

General, Administrative and Development. General, administrative and development expenses
increased $89 million in 2002 compared to 2001. The increase is detailed as follows (in millions):

Development write-oÅs in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $27

Corporate overhead allocationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26(1)

Severance expense related to restructuring in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20

Consulting costs related to restructuring in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11

Bad debt expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9

Development cost write-oÅs in 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $89

(1) Increase due to higher information technology costs, advisory fees, legal costs and insurance.

Depreciation and Amortization. Depreciation and amortization expense increased $210 million in
2002 compared to 2001. The increase is detailed as follows (in millions):

Orion Power acquisition in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $137

Impairment charges related to turbines and generators in 2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37

Information technology systems placed in service in the third quarter of 2002 ÏÏÏÏÏÏÏÏÏÏ 16

Early retirement of certain units at the Warren facility in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15

Generating plants placed in service during second half of 2001 and in June 2002 ÏÏÏÏÏÏÏ 14

Emissions credit amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15)(1)(2)

Goodwill amortization in 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4)(3)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10(2)

Net increase in expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $210

(1) Decrease primarily due to higher amortization in the West region in 2001 due to increased power generation levels and higher

prices for emission credits.
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(2) Excludes eÅects of the Orion Power acquisition, which occurred in February 2002. See note 5 to our consolidated Ñnancial

statements.

(3) See note 6 to our consolidated Ñnancial statements.

Income of Equity Investments. Our wholesale energy segment's income of equity investments
increased $11 million in 2002 compared to 2001. The equity income in both years primarily resulted from
an investment in an electric generation plant in Boulder City, Nevada. The increase is detailed as follows
(in millions):

Business interruption and property/casualty insurance settlements receipts in 2002 ÏÏÏÏÏÏÏ $22

Decreases in margins due to lower prices realized in 2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6)

Net increase in income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $11

Other Income, net. Other income, net increased $13 million in 2002 compared to 2001. The increase
is primarily due to billings for software services to support the operations of generating facilities of Texas
Genco.

Other Operations

Our other operations segment includes the operations of our venture capital business and unallocated
corporate costs.

The following table provides summary data, including EBIT, of our other operations segment for
2001, 2002 and 2003:

Year Ended December 31,

2001 2002 2003

(In millions)

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 11 $ 3 $ 1

Operating expenses:

Operation and maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 3 1

General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 138 49 (1)

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42 15 31

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 201 67 31

Operating lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (190) (64) (30)

Other income (expense):

Gain (loss) from investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23 (23) 2

Loss before interest and income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(167) $(87) $(28)
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2003 Compared to 2002

Other operation's loss before interest and income taxes was $28 million for 2003 compared to
$87 million for 2002. The decrease of $59 million is detailed as follows (in millions):

Pre-tax, non-cash accounting settlement charge in 2002 for certain beneÑt obligations
associated with our separation from CenterPoint ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(47)(1)

Impairment of certain venture capital investments in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (32)(2)

Texas franchise taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8

Unallocated corporate costs associated with our discontinued European energy operations 7

Change in gains/losses from investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3)

Net decrease in lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(59)

(1) See note 12 to our consolidated Ñnancial statements.

(2) See note 2(o) to our consolidated Ñnancial statements.

2002 Compared to 2001

Other operation's loss before interest and income taxes was $87 million for 2002 compared to
$167 million for 2001. The decrease of $80 million is detailed as follows (in millions):

Pre-tax, non-cash charge recorded in 2001 relating to the redesign of some of
CenterPoint's beneÑt plans in anticipation of our separation from CenterPoint ÏÏÏÏÏÏÏ $(100)(1)

Restructuring charges in connection with exiting our communications business in 2001 (35)(2)

Goodwill impairment related to the exiting of our communications business in 2001ÏÏÏÏ (19)(2)

Operating loss for our communications business in 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18)

Pre-tax, non-cash accounting settlement charge in 2002 for certain beneÑt obligations
associated with our separation from CenterPoint ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47(1)

Impairment of certain venture capital investments in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32(3)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13

Net decrease in lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (80)

(1) See note 12 to our consolidated Ñnancial statements.

(2) See note 17 to our consolidated Ñnancial statements.

(3) See note 2(o) to our consolidated Ñnancial statements.

Risk Factors

The following risk factors should be considered carefully together with the risk factors and
contingencies described in ""Business'' in Item 1 of this report, ""Ì Liquidity and Capital Resources''
below, and notes 14 and 15 to our consolidated Ñnancial statements. The risks described in this section are
not the only ones we face. Additional risks and uncertainties not presently known to us or that we
currently believe to be immaterial could also have a material impact on our business operations.

Risks Relating to Selling Electricity

The wholesale and retail electricity markets are highly competitive.

The market for wholesale and retail electricity customers is very competitive. In certain markets, our
principal competitors include the local regulated electric utility or its non-regulated aÇliate. In other
markets, we face competition from independent electric providers, independent power producers and
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wholesale power providers. In many cases, our competitors have the advantage of long-standing
relationships with customers, longer operating histories and/or larger and better capital resources.

In general, we compete on the basis of price, our commercial and marketing skills relative to other
market participants, service and our Ñnancial position. Other factors aÅecting our competitive position
include our ability to obtain at competitive prices fuel supplies to operate our generation plants, electricity
for resale and related transportation/transmission services. Since many of our energy customers, suppliers
and transporters require Ñnancial guarantees and other assurances regarding contract performance, our
access to credit support is another factor aÅecting our ability to compete in the market.

Our largest market for residential electricity customers is the Houston market. As a former aÇliate of
CenterPoint, we are required by the PUCT to sell electricity to residential customers at a speciÑed price,
or ""price-to-beat.'' If competing electric suppliers are able to sell electricity at prices below the price-to-
beat, we risk losing a signiÑcant number of our residential customers to other providers. See ""Ì Special
Risks Relating to the Texas Market'' below and ""Our Business Ì Retail Energy Ì Regulation'' in Item 1
of this report.

Our business is subject to market risks, the impact of which we cannot fully mitigate.

Unlike a traditional regulated electric utility, we are not guaranteed a rate of return on our capital
investments. We sell electric energy, capacity and ancillary services and purchase fuel under short and
long-term contractual obligations and through various spot markets. Our results of operations, Ñnancial
condition and cash Öows depend, in large part, upon prevailing market prices for electricity and fuel in our
markets. Market prices may Öuctuate substantially over relatively short periods of time, potentially
adversely aÅecting our results of operations, Ñnancial condition and cash Öows. Changes in market prices
for electricity and fuel may result from the following factors among others:

‚ weather conditions;

‚ seasonality;

‚ demand for energy commodities and general economic conditions;

‚ forced or unscheduled plant outages;

‚ disruption of electricity or gas transmission or transportation, infrastructure or other constraints or
ineÇciencies;

‚ addition of generating capacity;

‚ availability of competitively priced alternative energy sources;

‚ availability and levels of storage and inventory for fuel stocks;

‚ natural gas, crude oil and reÑned products, and coal production levels;

‚ the Ñnancial position of market participants;

‚ changes in market liquidity;

‚ natural disasters, wars, embargoes, acts of terrorism and other catastrophic events; and

‚ governmental regulation and legislation.

We operate a signiÑcant number of power generation plants. To operate these plants, we must enter
into commitments with various terms for fuel and transmission capacity or services. Although we attempt
to hedge these purchases against our commitments to sell in the future, it is not possible to hedge all of
our generation plant output beyond certain deÑned periods and, thus, changes in commodity prices could
negatively impact our results of operations, Ñnancial condition and cash Öows.
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In marketing our products, we rely on power transmission facilities that we do not own or control. If
these facilities fail to provide us with adequate transmission capacity, we may not be able to deliver
power to our customers.

We depend on power transmission and distribution facilities owned and operated by utilities and
others to deliver energy products to our customers. If transmission or transportation is inadequate or
disrupted, our ability to sell and deliver our products may be hindered. Any infrastructure failure that
interrupts or impairs delivery of electricity or natural gas could have a material adverse eÅect on our
business.

We are dependent on metering systems that we do not own or control. Failure to receive accurate and
timely information could have a material adverse impact on our business.

We are dependent on the transmission and distribution utilities for reading our customers' energy
meters. We also rely on the local transmission and distribution utility or, in some cases, the independent
system operator, to provide us with our customers' information regarding energy usage, and we may be
limited in our ability to conÑrm the accuracy of the information. If we receive incorrect or untimely
information from the transmission and distribution utilities, we will have diÇculty properly billing our
customers and collecting amounts owed to us. Failure to receive correct and timely information could have
a material adverse eÅect on our results of operations, Ñnancial condition and cash Öows. For information
regarding data collection and other billing risks, see ""Ì Special Risks Relating to the Texas Market''
below and ""Critical Accounting Estimates'' below.

Risks Relating to Ownership of Generation Assets

Operation of power generation facilities involves signiÑcant risks that could negatively aÅect our results
of operations, Ñnancial condition and cash Öows.

As of December 31, 2003, we own an interest in, or lease, 124 operating electric generation facilities.
Our operation of generation assets exposes us to risks relating to the breakdown of equipment, fuel supply
interruptions, shortages of equipment, material and labor and other operational risks. In addition,
signiÑcant portions of our facilities were constructed many years ago. Older generating equipment, even if
maintained in accordance with good engineering practices, may require signiÑcant capital expenditures to
add to or upgrade equipment to maintain eÇciency, to comply with changing environmental requirements
or to provide reliable operations. Such expenditures aÅect our operating costs. Any unexpected failure to
produce power, including failure caused by breakdown or forced outage, could have a material adverse
eÅect on our results of operations, Ñnancial condition and cash Öows.

Our insurance coverage may not be suÇcient and our insurance costs may increase.

We have insurance coverage, subject to various limits and deductibles, covering our generation
facilities, including property damage insurance and general liability insurance in amounts that we consider
appropriate.

However, we cannot assure you that insurance coverage will be available in the future on
commercially reasonable terms or that the insurance proceeds received for any loss of or any damage to
any of our generation facilities will be suÇcient to restore the loss or damage without negative impact on
our results of operations and Ñnancial condition. The costs of our insurance coverage have increased
signiÑcantly during recent years and may continue to increase in the future.

Regulatory Risks

Our operations are subject to extensive regulation. Changes in these regulations could have a material
adverse eÅect on our business, results of operations, Ñnancial condition and cash Öows.

We operate in a regulatory environment that is undergoing signiÑcant changes as a result of varying
restructuring initiatives at both the state and federal levels. We cannot predict the future direction of these
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initiatives or the ultimate eÅect that this changing regulatory environment will have on our business.
Moreover, existing regulations may be revised or reinterpreted and new laws and regulations may be
adopted or become applicable to our facilities or our commercial activities. Such future changes in laws
and regulations may have a detrimental eÅect on our business. For additional information, see ""Our
Business Ì Retail Energy Ì Regulation'' and ""Our Business Ì Wholesale Energy Ì Regulation'' in
Item 1 of this report and note 15 to our consolidated Ñnancial statements.

The FERC and independent system operators have imposed and may continue to impose price
limitations, bidding rules and other mechanisms in an attempt to address some of the price volatility in
these markets. Additionally, federal legislative initiatives have been introduced to address the problems
being experienced in some power markets. We cannot predict whether such proposals will be adopted or
their impact on industry restructuring. If the trend towards competitive restructuring of the wholesale
power markets is reversed, discontinued or delayed, our business growth prospects and Ñnancial results
could be adversely aÅected.

If we fail to obtain or maintain any necessary governmental permit or approval, we may not be able to
operate our plants.

The ownership and operation of power generation facilities require numerous permits, approvals and
certiÑcates from federal, state and local governmental agencies. The operation of our generation facilities
must also comply with environmental protection and other legislation and regulations. Most of our
generation facilities are exempt wholesale generators that sell electricity exclusively into the wholesale
market. These facilities are subject to regulation by the FERC regarding rate matters. Although the FERC
has authorized us to sell electricity produced from these facilities at market prices, the FERC retains the
authority to modify or withdraw our market-based rate authority and to impose ""cost of service'' rates.
Any reduction by the FERC of the rates we may receive for our generation activities may adversely aÅect
our business, results of operations, Ñnancial condition and cash Öows.

Our costs of compliance with environmental laws are signiÑcant and the cost of compliance with new
environmental laws could adversely aÅect our results of operations and cash Öows.

Our generation facilities, in particular our coal-Ñred plants, are subject to extensive environmental
regulation by federal, state and local authorities. We are required to comply with numerous environmental
laws and regulations and to obtain numerous governmental permits in operating our facilities. We may
incur signiÑcant costs to comply with these requirements. If we fail to comply with these requirements, we
could be subject to civil or criminal penalties including Ñnes. Existing environmental regulations can be
revised, reinterpreted or become applicable to our facilities or new laws and regulations could be adopted.
If any of these events occur, our business, results of operations, Ñnancial condition and cash Öows could be
materially adversely aÅected. For more information regarding compliance with environmental laws, see
""Our Business Ì Environmental Matters'' and note 15 to our consolidated Ñnancial statements.

Special Risks Relating to the Texas Market

Our results of operations could be materially aÅected by decisions of the PUCT regarding the ""price-to-
beat'' and related regulatory matters.

The PUCT-approved price, or ""price-to-beat,'' that we are required to charge for residential electricity
sales and must make available to small commercial customers in the Houston area includes a component
to reÖect the market price of fuel and purchased power costs. This component, commonly known as the
fuel factor, was originally established in 2001 and is Ñxed until such time as the PUCT grants an
adjustment. Under current PUCT rules, we can apply for an adjustment not more than twice a year if we
can demonstrate there have been signiÑcant changes in the market price of natural gas or purchased
energy to serve retail customers. To the extent that there are signiÑcant changes in the market price of
natural gas or purchased energy and we do not adjust the fuel factor or there is a signiÑcant delay in the
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timing of these adjustments, our results of operations, Ñnancial condition and cash Öows could be
materially adversely aÅected.

The PUCT and the ERCOT ISO, which oversees the ERCOT Region, have and may continue to
modify the market structure and other market mechanisms, seek to revise and/or modify or reinterpret
existing regulations in ways that could have a material impact on our business in the Texas market. In
addition, we may be subject to new state laws and regulations that are adopted or become applicable to
our commercial activities in this region. Any of these actions could have a material adverse eÅect on our
business.

We are dependent upon third party providers of capacity and energy to supply our retail customer
obligations in Texas.

We do not own suÇcient generating resources in Texas to supply all of the electricity requirements of
our retail business in this market. Our inability to contract for our supply requirements, or the failure of
our suppliers to perform their contractual obligations, could have a material adverse eÅect on our business.
For additional information, see ""Our Business Ì Retail Energy Ì Retail Energy Supply'' and note 4 to
our consolidated Ñnancial statements.

The ERCOT ISO has experienced a number of problems with its information systems since the advent of
competition in the Texas market. Our operating results may be adversely aÅected if these problems are
not alleviated.

The ERCOT ISO's responsibilities include ensuring that information relating to a customer's choice
of retail electric provider, including data needed for ongoing servicing of customer accounts, is conveyed in
a timely manner to the appropriate parties.

Problems in the Öow of information between the ERCOT ISO, the transmission and distribution
utilities and the retail electric providers have resulted in delays and other problems in enrolling and billing
customers. When all involved parties do not successfully process customer enrollment transactions,
ownership records in the various systems supporting the market are not synchronized properly and
subsequent transactions for billing and settlement are adversely aÅected. The impact can include us not
being the electric provider-of-record for intended or agreed upon time periods, delays in receiving customer
consumption data that is necessary for billing, as well as the incorrect application of rates or prices and
wholesale imbalances in our electricity supply and actual sales.

The ERCOT ISO is also responsible for handling scheduling and settlement for all electricity supply
volumes in the ERCOT Region. The ERCOT ISO plays a vital role in the collection and dissemination of
metering data from the transmission and distribution utilities to the retail electric providers. We and other
retail electric providers schedule volumes based on forecasts, which are based, in part, on information
supplied by the ERCOT ISO. To the extent that these amounts are not accurate or timely, we could have
incorrectly estimated our scheduled volumes and supply costs.

See ""Critical Accounting Estimates'' in this section of the report for additional information.

Payment defaults by other retail electric providers to ERCOT could have a material adverse eÅect on our
business.

In the event of a default by a retail electric provider of its payment obligations to ERCOT, the
portion of the obligation that is unrecoverable by ERCOT is assumed by the remaining market participants
in proportion to each participant's load ratio share. We would pay a portion of the amount owed to
ERCOT should such a default occur if ERCOT is not successful in recovering such amounts. The default
of a retail electric provider in its obligations to ERCOT could have a material adverse eÅect on our
business.
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Risks Related to Our Capital Structure

We have signiÑcant debt that could negatively impact our business.

As of December 31, 2003, we had total consolidated debt of $6.1 billion. Our high level of debt could:

‚ limit our ability to obtain additional Ñnancing to operate our business;

‚ limit our Ñnancial Öexibility in planning for and reacting to business and industry changes;

‚ place us at a competitive disadvantage as compared to less leveraged companies;

‚ increase our vulnerability to general adverse economic and industry conditions, including changes in
interest rates and volatility in commodity prices or a general decline in economic activity; and

‚ require us to dedicate a substantial portion of our cash Öows to payments on our debt, thereby
reducing the availability of our cash Öow for other purposes including our operations, capital
expenditures and future business opportunities.

Despite current indebtedness levels, we and our subsidiaries may still be able to incur substantially more
debt.

As of December 31, 2003, our credit and other debt agreements permitted us to incur additional
borrowings of up to $1.1 billion. If new debt is added to our current debt levels, the related risks that we
now face could increase. See note 9 to our consolidated Ñnancial statements.

If we do not generate suÇcient positive cash Öows, we may be unable to service our debt.

Our ability, and the ability of our subsidiaries, to pay principal and interest on debt depends on our or
our subsidiaries' future operating performance. If our or our subsidiaries' cash Öows and capital resources
are insuÇcient to allow us, or our subsidiaries, to make scheduled payments on the debt, we may have to
reduce or delay capital expenditures, sell assets, seek additional capital, restructure or reÑnance the debt or
sell equity. We cannot assure you that the terms of our debt will allow these alternative measures or that
such measures would satisfy our scheduled debt service obligations.

If we default:

‚ our debt holders could declare all outstanding principal and interest to be due and payable;

‚ our secured debt lenders and bondholders could terminate their commitments and commence
foreclosure proceedings against our assets; and

‚ we could be forced into bankruptcy or liquidation.

We may not have adequate liquidity to post required amounts of additional collateral.

If commodity prices increase substantially in the near term, our liquidity could be severely strained by
requirements under our commodity agreements to post additional collateral.

In certain cases, our counterparties have elected not to require us to post collateral to which they are
otherwise entitled under certain agreements. However, these counterparties retain the right to request such
collateral. Factors that could trigger increased demands for collateral include additional adverse changes in
our industry, negative regulatory or litigation developments and/or changes in commodity prices. Based on
current commodity prices, we estimate that as of February 20, 2004, we could be contractually required to
post additional collateral of up to $243 million related to our operations.

The terms of our debt may severely limit our ability to respond to changes in our business.

Our credit facilities and other debt instruments restrict our ability to take speciÑc actions in
responding to changes in our business without the consent of our debt holders, even if such actions may be
in our best interest.
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Our credit facilities also require us to maintain speciÑed Ñnancial ratios and meet speciÑc Ñnancial
tests.

In addition, our credit facilities and other debt instruments contain covenants that, among other
things, restrict our ability to:

‚ pay dividends and other distributions;

‚ incur additional indebtedness and issue preferred stock;

‚ enter into asset sales;

‚ enter into transactions with aÇliates;

‚ grant liens on assets to secure debt;

‚ engage in certain business activities; and

‚ engage in mergers or consolidations and transfers of assets.

Failure to comply with the covenants in our credit facilities and other debt instruments could have a
material adverse eÅect on our results of operations and cash Öows.

Our ability to comply with these covenants may be aÅected by many events beyond our control and
our future operating results may make it impossible for us to comply with the covenants, or in the event of
a default, to remedy that default. Our failure to comply with these Ñnancial covenants or with the other
restrictions in our credit facilities and other debt instruments could result in a default, which could cause
the applicable debt holders to declare that indebtedness to become immediately due and payable. If we are
unable to repay those amounts, the holders of our debt could proceed against the collateral granted to
them to secure the related indebtedness and take other legal action against us. If those lenders accelerate
the payment of our debt, we cannot assure you that we could pay that indebtedness immediately and
continue to operate our business.

An increase in our interest rates could adversely aÅect our cash Öows.

As of December 31, 2003, we had $4.0 billion of outstanding Öoating rate debt. Any increase in short-
term interest rates would result in higher interest costs and could adversely aÅect our results of operations,
Ñnancial condition and cash Öows. While we may seek to use interest rate swaps or other derivative
instruments to hedge portions of our Öoating-rate exposure, we may not be successful in obtaining hedges
on acceptable terms.

Our non-investment grade credit ratings and the perceived negative credit worthiness of merchant energy
companies in the Ñnancial markets could adversely aÅect our ability to access capital on acceptable
terms, commercialize our assets and engage in hedging activities.

Our credit ratings are below investment grade and are likely to remain below investment grade for the
foreseeable future. Our non-investment grade credit ratings may continue to limit our ability to reÑnance
our debt obligations and access the capital markets on terms that are favorable to us. In addition, to the
extent that our credit ratings remain below investment grade, we are required under many commercial
contracts to pledge cash collateral, post letters of credit or provide other similar credit support. These
requirements constitute a signiÑcant constraint on our liquidity and cash resources, may negatively impact
our ability to operate our business and could adversely aÅect our results of operations, Ñnancial condition
and cash Öows.
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General Business Risks

Our strategic plans may not be successful.

Our future results of operations are dependent on the success of our strategic plans as discussed in
""Management's Discussion and Analysis of Financial Condition and Results of Operations Ì Overview.''

In restructuring our operations, we may encounter certain risks. For example, in exiting certain
markets and business activities, we may forego opportunities to participate in potential business
opportunities. In addition, as we review and make changes in our internal cost structure, we likely will
incur increased short-term costs due to severance payments and restructuring processes. It is also possible
that in restructuring and simplifying our operations we may increase the risk of an impairment of certain
assets, such as information technology systems, to the extent that changes in our business eliminate the
need for such assets.

As part of our cost-reduction eÅorts, we intend to consolidate a number of our internal risk controls
and other support functions and make signiÑcant reductions in our corporate overhead. There is a potential
that control systems designed for our previous operational structure may prove inadequate for our new
operational structure and have to be redesigned. In addition, new risks may be encountered for which we
have no existing control system. We believe that our internal controls will continue to be eÅective and
adequate for our restructured operations, although there could be increased risks as a result of reduced
personnel and changing processes, including information technology systems.

Although we believe that the wholesale energy market is cyclical, and that conditions will ultimately
improve, there can be no assurance regarding the certainty, timing or magnitude of such improvement.

The ultimate outcome of lawsuits and regulatory proceedings to which we are a party could have a
material adverse eÅect on our results of operations, Ñnancial condition and cash Öows.

We are party to numerous lawsuits and regulatory proceedings relating to our historical trading and
wholesale energy activities. In addition, various state and federal governmental agencies have commenced
investigations relating to these activities, including the California Attorney General, the FERC, and
criminal investigations by the United States Attorneys for the Northern District of California and the State
of Texas. The ultimate disposition of some of these matters could have a material adverse eÅect on our
results of operations, Ñnancial condition and cash Öows. For additional information, see note 15 to our
consolidated Ñnancial statements.

Our results of operations and our ability to access capital and insurance could be adversely aÅected by
terrorist attacks or related acts of war.

The uncertainty associated with the military activity of the United States and other nations and the
risk of future terrorist activity may aÅect our results of operations and Ñnancial condition in unpredictable
ways. These actions could result in adverse changes in the insurance markets and disruptions of power and
fuel markets. In addition, our generation facilities or the power transmission and distribution facilities
could be targets of terrorist activity. The risk of terrorist attacks or acts of war could also adversely aÅect
the United States economy, create instability in the Ñnancial markets and, as a result, adversely aÅect our
ability to access capital on terms and conditions acceptable to us.

Our business operations expose us to the risk of non-performance by counterparties.

Our operations are exposed to the risk that counterparties who owe us money or physical commodities
and services, such as power, natural gas or coal, will not perform their obligations. Many of our
counterparties in the energy markets have below-investment grade credit rankings. If these counterparties
fail to perform, we might be forced to seek alternative hedging arrangements or replace the underlying
commitment at then-current market prices. In this event, we might incur additional losses. See
""Quantitative and Qualitative Disclosures about Non-Trading and Trading Activities and Related Market
Risks Ì Credit Risk'' in Item 7A of this report.
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Liquidity and Capital Resources

In this section, we discuss the principal sources of capital resources required for us to operate our
business. We also identify known trends, demands, commitments, events or uncertainties that may aÅect
our current and future liquidity or capital resources. In the last part of this section, we provide information
regarding our historical cash Öows.

Sources of Liquidity and Capital Resources

Our principal sources of liquidity and capital resources are cash Öows from operations, borrowings
under our various revolving credit facilities, proceeds from certain debt oÅerings and equity oÅerings and
securitization of assets.

Cash Flows from Operations. All of our operations are conducted by our subsidiaries. As a result,
Reliant Resources' cash Öow is dependent upon the receipt from its subsidiaries of cash dividends,
distributions or other transfers of cash generated by their operations. In 2002 and 2003, the primary source
of cash Öows from operations was from our retail energy segment. We expect that our retail operations will
continue to be our primary source of operating cash Öows through at least 2004. For a description of
factors that could aÅect the cash Öows from operations, see ""Ì Risk Factors'' above and notes 2(l) and 9
to our consolidated Ñnancial statements.

Credit Capacity, Cash and Cash Equivalents. The following table summarizes our credit capacity,
cash and cash equivalents and current restricted cash at December 31, 2003:

Reliant Orion
Total Resources Power Other

(In millions)

Total committed credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $8,088(1) $5,260 $2,007 $821

Outstanding borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,030(1) 3,343 1,880 807

Outstanding letters of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 909 869 40 Ì

Unused borrowing capacity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,149(2) 1,048 87(2) 14

Cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 147 23 10 114

Current restricted cash(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 251 7 212 32

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,547 $1,078 $ 309 $160

(1) As of December 31, 2003, we had consolidated current and long-term debt outstanding of $6.1 billion. As of December 31,

2003, $157 million of our committed credit facilities are to expire by December 31, 2004. For a discussion of our credit facilities,

bonds, notes and other debt, see note 9(a) to our consolidated Ñnancial statements.

(2) As discussed in notes 9(a) and 15(c) to our consolidated Ñnancial statements, $5 million of the unused capacity relates to

Liberty's working capital facility, which is currently not available to Liberty.

(3) Current restricted cash includes cash at certain subsidiaries, the transfer or distribution of which is eÅectively restricted by the

terms of Ñnancing agreements but is otherwise available to the applicable subsidiary for use in satisfying certain of its obligations.

All of our major credit and other debt agreements contain restrictive covenants. Failure to comply
with these covenants could have a number of eÅects, including limitations on our ability to make
additional borrowings under our credit facilities, increases in borrowing costs and the acceleration of
indebtedness. For additional information regarding these covenants, and the impact of a default under
these covenants on our ability to borrow funds, see ""Ì Risk Factors'' and note 9 to our consolidated
Ñnancial statements.

Shelf Registration. We currently have an eÅective shelf registration that allows us to issue up to an
aggregate of $3.5 billion in securities. We have not yet issued any securities under this registration
statement. However, we may, from time to time, sell any combination of debt securities, common stock,
preferred stock and warrants in one or more oÅerings up to $3.5 billion.
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Factors aÅecting Future Sources of Liquidity and Capital Resources. Although we are committed to
identifying opportunities through restructuring our business operations and otherwise to reduce our liquidity
needs, it is possible that we may need to incur additional debt or to issue equity or convertible instruments
(subject to restrictions contained in our credit facilities and other debt agreements), to meet future
obligations. Our ability to supplement our liquidity and capital resources could be aÅected by a number of
factors, including those discussed under ""Ì Risk Factors'' above. In particular, the following factors could
aÅect our ability to raise additional Ñnancings:

‚ general economic conditions, including economic conditions in the Ñnancial and capital markets and
the availability of credit in such markets;

‚ the Ñnancial markets' expectations regarding:

‚ the current and future performance and cash Öows of our retail energy and wholesale energy
operations;

‚ the success of our eÅorts to reduce our cost structure and restructure our operations; and

‚ our ability to successfully manage regulatory, litigation and other risks;

‚ the Ñnancial market's expectations regarding any plans we may have to issue additional equity or
incur additional debt for purposes of acquiring individual ERCOT generating plants; and

‚ our credit ratings (as discussed in more detail below).

Although we have completed a number of Ñnancing transactions in 2003, we anticipate that
continuing depressed conditions within the wholesale electric markets, our sub-investment grade credit
ratings and other uncertainties will continue to have an impact on our ability to borrow funds on
acceptable terms. If we require, but are unable to obtain, additional sources of Ñnancing to meet our future
capital requirements, our Ñnancial condition and future results of operations could be materially adversely
aÅected.

Our long-term credit ratings are, and are likely to remain for the next few years, below investment
grade. Our long-term credit ratings are:

Date Assigned Rating Agency Rating(1) Rating Description(2) Rating

June 16, 2003ÏÏÏÏÏÏÏÏÏÏÏÏ Moody's B2 Stable Outlook Unsecured

June 10, 2003ÏÏÏÏÏÏÏÏÏÏÏÏ Standard & Poor's B Negative Outlook Corporate

May 29, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏ Fitch B Stable Outlook Unsecured

(1) Each of the ratings assigned to us by Moody's, Standard & Poor's and Fitch are sub-investment grade.

(2) Moody's rating description represents its opinion regarding the likely direction of a rating over an approximately 18-month

horizon. A stable outlook indicates that no change is expected. Standard & Poor's rating description accesses the potential

direction of a credit rating over the intermediate to long term. A negative outlook means that a rating may be lowered. Fitch's

rating description indicates the direction a rating is likely to move over a one to two-year period. A stable outlook indicates that

no change is expected.

The ratings of our convertible senior subordinated notes and senior secured notes are:

Date Assigned Rating Agency Rating

$275 million 5.00% convertible senior subordinated notes due
2010:

June 20, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Moody's B3

June 20, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Standard & Poor's CCC°

June 19, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Fitch B¿
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Date Assigned Rating Agency Rating

$550 million 9.25% senior secured notes due 2010:

June 20, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Moody's B1

June 20, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Standard & Poor's B

June 27, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Fitch B°

$550 million 9.50% senior secured notes due 2013:

June 20, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Moody's B1

July 23, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Standard & Poor's B

June 27, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Fitch B°

We cannot assure that these ratings will remain in eÅect for any given period of time or that one or
more of these ratings will not be lowered or withdrawn entirely by a rating agency. We note that these
credit ratings are not recommendations to buy, sell or hold our securities and may be revised or withdrawn
at any time by the rating agencies. Each rating should be evaluated independently of any other rating. For
a discussion of the impact of previous downgrades in our credit ratings on our capital requirements, see
""Ì Contractual Obligations and Contractual Commitments'' below.

Liquidity and Capital Requirements

Our liquidity and capital requirements are primarily a function of our working capital needs, capital
expenditures, debt service requirements and collateral requirements. Examples of working capital needs
include purchases of fuel and electricity, plant maintenance costs (including required environmental
expenditures) and corporate costs such as payroll.

In 2003, we began a review of our operating structure with the objective of reducing our costs. During
2003, we identiÑed $140 million of annualized savings opportunities of which $25 million was realized in
2003 and $125 million is expected to be realized in 2004. Consistent with our business objectives and
strategies described in ""Ì Overview,'' in February 2004 we announced that we intend to reduce our net
debt-to-adjusted EBITDA ratio signiÑcantly by the end of 2006. Consistent with this plan, we have
targeted an additional $200 million in cost reductions. In addition, we have curtailed plans to construct any
new generation plants (apart from the completion of projects that we are contractually committed to
complete), retired or mothballed generation units that are no longer economic to operate and have sold
non-core business operations and assets (e.g., our European energy operations). With the implementation
of these strategies, we are seeking to restructure our operations and business with the objective of
achieving by the end of 2006 credit metrics consistent with those that rating agencies currently ascribe to
companies with investment grade status. Our ability to achieve this objective is subject to a number of
assumptions, including our future economic performance. See ""Ì Risk Factors.''

In 2004, we intend to continue to identify and pursue opportunities to restructure our business
operations in order to reduce our costs and our liquidity and capital requirements. However, our ability to
reduce our cost structure, while maintaining prudent operating standards, is limited. In addition, we may
incur short-term costs in the form of severance payments and other restructuring costs as part of our
eÅorts to reduce our cost structure. Finally, there is a risk that, in restructuring our operations to focus on
our core markets, we may be precluded from exploring business opportunities in other markets.
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Capital Expenditures. The following table sets forth the capital expenditures we incurred in 2003
and the estimates of these expenditures for 2004 through 2006 (in millions):

2003 2004 2005 2006

Maintenance capital expenditures:

Retail energy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 23 $ 21 $ 20 $ 20

Wholesale energy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 123 112 91 111

Other operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43 17 16 16

$189 $150 $127 $147

Construction of new generating facilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 398 125 Ì Ì

Total capital expenditures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $587 $275 $127 $147

The future expenditures described in this table include the following expenditures:

‚ Generating Projects. As of December 31, 2003, we had two generating facilities under
construction. We completed one in February 2004 and expect to complete the other in the third
quarter of 2004. Total estimated cost of constructing these facilities is $1.2 billion. As of
December 31, 2003, we had incurred $1.1 billion in construction costs, property, plant and
equipment and spare parts inventory on these projects, which was funded from debt.

‚ Environmental Expenditures. We anticipate spending up to $122 million in capital expenditures
from 2004 through 2006 for environmental compliance, totaling approximately $31 million,
$22 million and $69 million for 2004, 2005 and 2006, respectively. In addition, we anticipate
spending $40 million in capital expenditures for environmental compliance in 2007.

We have no further capital expenditure commitments in 2007 and 2008.

In addition, we expect to spend $16 million for 2004 through 2008 for pre-existing environmental
conditions and remediations, all of which have been provided for in our consolidated balance sheet as of
December 31, 2003 and are excluded from the table above.

Major Maintenance Expenses. The following table sets forth the major maintenance expenses we
incurred in 2003 and the estimates of these expenses for 2004 through 2008 (in millions):

2003 2004 2005 2006 2007 2008

Major maintenance cash expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $96 $113 $121 $97 $147 $119

Contractual Obligations and Contractual Commitments. In the following table, we provide disclosure
concerning our obligations and commitments to make future payments under contracts, such as debt and
lease agreements and purchase obligations, as of December 31, 2003 for 2004 through 2009 and thereafter:

2009 and
Contractual Obligations Total 2004 2005 2006 2007 2008 thereafter

(In millions)

Debt, including credit facilities(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 6,035 $ 161 $1,126(6) $ 38 $1,994 $ 28 $2,688

REMA operating lease payments(2) ÏÏÏÏÏÏÏÏÏÏÏÏ 1,347 84 75 64 65 62 997

Other operating lease payments(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 802 97 95 94 68 63 385

Trading and derivative liabilities(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏ 573 357 99 60 24 13 20

Other commodity commitments(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,018 1,529 763 321 151 106 1,148

Payment to CenterPoint(5) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 175 175 Ì Ì Ì Ì Ì

Stadium naming rights(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 266 10 10 10 10 10 216

Maintenance agreements obligations(4)ÏÏÏÏÏÏÏÏÏÏ 434 50 38 36 48 39 223

OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13 3 5 5 Ì Ì Ì

Total contractual cash obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏ $13,663 $2,466 $2,211 $628 $2,360 $321 $5,677
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(1) See note 9 to our consolidated Ñnancial statements.

(2) See note 14(a) to our consolidated Ñnancial statements.

(3) See note 7 to our consolidated Ñnancial statements.

(4) See note 14(f) to our consolidated Ñnancial statements.

(5) See note 14(d) to our consolidated Ñnancial statements.

(6) Included in this amount is $1.1 billion of Orion MidWest and Orion NY credit maturities (October 2005). Prior to their

maturities, we believe that Orion MidWest's and Orion NY's future cash Öows from operations will be suÇcient to meet the

scheduled principal payments and required prepayments. We anticipate reÑnancing any remaining outstanding borrowings prior to

or upon maturity.

As a result of our March 2003 reÑnancing and our June and July 2003 capital markets debt issuances,
our interest expense has increased substantially. For additional information, see note 9 to our consolidated
Ñnancial statements.

In most cases involving our commercial contracts and/or guarantees, the impact of further rating
downgrades is negligible. The following table details our cash collateral posted and letters of credit
outstanding as of February 20, 2004:

Reliant Orion
Total Resources Power Other

(In millions)

Cash collateral posted:

For commercial operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 120 $113 $ 7 $ Ì

In support of Ñnancings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42 Ì Ì 42

$ 162 $113 $ 7 $ 42

Letters of credit outstanding:

For commercial operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 618 $598 $20 $ Ì

In support of Ñnancings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 440 Ì 17 423

$1,058 $598 $37 $423

In certain cases, our counterparties have elected not to require us to post collateral to which they are
otherwise entitled under certain agreements. However, these counterparties retain the right to request such
collateral. Factors that could trigger increased demands for collateral include additional adverse changes in
our industry, negative regulatory or litigation developments and/or changes in commodity prices. Based on
current commodity prices, we estimate that as of February 20, 2004, we could be contractually required to
post additional collateral of up to $243 million related to our operations. As of February 20, 2004, we had
$31 million in unrestricted cash and cash equivalents and $959 million available under committed
corporate facilities.

We are involved in a number of legal, environmental and other proceedings before courts and
governmental agencies. We are also subject to ongoing investigations by various governmental agencies.
Although we cannot predict the outcome of these proceedings, many of these matters involve substantial
claim amounts which, in the event of an adverse judgment, could have a material adverse eÅect on our
results of operations, Ñnancial condition and cash Öows. For additional information, see note 15 to our
consolidated Ñnancial statements.

OÅ-Balance Sheet Arrangements

In this section we discuss our oÅ-balance sheet arrangements that have or are reasonably likely to
have a current or future material eÅect on our Ñnancial condition, changes in Ñnancial condition, revenues
or expenses, results of operations, liquidity, capital expenditures or capital resources. An oÅ-balance sheet
arrangement is any transaction, agreement or other contractual arrangement involving an unconsolidated
entity under which a company has (a) made guarantees, (b) a retained or a contingent interest in
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transferred assets, (c) an obligation under derivative instruments classiÑed as equity or (d) any obligation
arising out of a material variable interest in an unconsolidated entity that provides Ñnancing, liquidity,
market risk or credit risk support to the company, or that engages in leasing, hedging or research and
development arrangements with the company.

In 2002, we formed a qualiÑed special purpose entity as a bankruptcy remote subsidiary and entered
into a receivables facility arrangement, which we amended in 2003. This arrangement with certain Ñnancial
institutions allows them to purchase up to $350 million of undivided interests in our accounts receivable
from certain retail customers (see notes 2(c) and 16 to our consolidated Ñnancial statements). We believe
it improves cash Öows while serving as a source of liquidity for our operations.

In 2000, we established three separate sale-leaseback transactions in connection with the acquisition
of the REMA facilities. We used this oÅ-balance sheet arrangement to Ñnance, in part, the acquisition of
these facilities (see notes 2(c) and 14(a) to our consolidated Ñnancial statements).

Certain oÅ-balance sheet transactions that we do not expect to have a current or future material eÅect
on our results of operations, Ñnancial condition or cash Öows are disclosed in notes 8 and 14(e) to our
consolidated Ñnancial statements. We also discuss certain arrangements to facilitate the development,
construction, Ñnancing and leasing of three power generation projects, which we consolidated the
subsidiaries eÅective January 1, 2003, in notes 2(c), 9 and 14(b) to our consolidated Ñnancial statements.

Historical Cash Flows

The following table provides an overview of cash Öows relating to our operating, investing and
Ñnancing activities in 2001, 2002 and 2003:

Year Ended December 31,

2001 2002 2003

(In millions)

Cash (used in) provided by:

Operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(152) $ 519 $ 869

Investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (838) (3,486) 1,042

Financing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,000 3,981 (2,888)

Cash Flows Ì Operating Activities

2003 Compared to 2002 and 2002 Compared to 2001. Net cash provided by operating activities
increased $350 million in 2003 compared to 2002. Net cash provided by operating activities increased
$671 million in 2002 compared to 2001. The increases are detailed as follows:

Year Ended December 31,

2002 Compared 2003 Compared
to 2001 to 2002

(In millions)

Changes in working capital and other assets and liabilities ÏÏÏÏÏÏÏ $322(1) $313(3)

Changes in cash Öows from operations, excluding working capital
and other assets and liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 177(2) (14)(4)

Changes in cash Öows related to our discontinued operations ÏÏÏÏÏ 172 51

Net increaseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $671 $350

(1) Decrease in net cash outÖows from $568 million in 2001 to $246 million in 2002 due to decrease in cash used to meet working

capital and other assets and liabilities requirements. See further analysis below.

(2) Increase in net cash inÖows from $612 million in 2001 to $789 million in 2002 due primarily to cash Öows provided by our retail

energy segment for retail sales in 2002 due to the Texas retail market opening to full competition in January 2002, partially

oÅset by a decline in cash Öows of our wholesale energy segment due to a decline in operating results.
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(3) Change in net cash outÖows from $246 million in 2002 to net cash inÖows of $67 million in 2003 due to decrease in cash used

to meet working capital and other assets and liabilities requirements. See further analysis below.

(4) Decrease in net cash inÖows from $789 million in 2002 to $775 million in 2003.

Year Ended December 31, 2003. Net cash provided by our operations in 2003 is detailed as follows
(in millions):

Net cash Öows from continuing operations, excluding changes in working capital and
other assets and liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 775(1)

Reduced cash requirements for margin deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 221(2)

Decrease in accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 98(3)

Settlement of volumes delivered ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 66(4)

Changes in income tax receivables, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 56(5)

Net proceeds from receivables facilityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23(6)

Decrease in accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (191)(7)

Net option premiums purchased ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (101)(8)

Increase in restricted cashÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (68)(9)

Net purchases of emissions credits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (65)

Purchase of interest rate capsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (29)(10)

Increase in lease payments related to REMA ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18)(11)

Discontinued operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75

Cash provided by operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 869

(1) Due to both our retail energy segment's and wholesale energy segment's results of operations. See ""Ì EBIT by Business

Segment.''

(2) Cash inÖows related to our trading and hedging activities, as margin deposits were primarily replaced with letters of credit.

(3) Decrease primarily related to decrease in power sales volumes in our wholesale energy segment.

(4) Relates to volumes delivered under contracted electricity sales to large commercial, industrial and institutional customers and

the related energy supply contracts, which were previously recognized as unrealized earnings in prior periods (see note 2(d) to

our consolidated Ñnancial statements).

(5) Decrease primarily due to net tax refunds, primarily federal, of $75 million received in 2003.

(6) See note 16 to our consolidated Ñnancial statements.

(7) Decrease primarily associated with the decrease in purchased power and fuel purchases in our wholesale energy segment as a

result of decreased hedging activities.

(8) Purchases relate to our retail energy segment's hedging activities.

(9) Increase primarily related to funds dedicated for the support of lease obligations of REMA and activities of Orion NY. See

note 2(l) to our consolidated Ñnancial statements.

(10) See note 9(c) to our consolidated Ñnancial statements.

(11) See note 14(a) to our consolidated Ñnancial statements.
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Year Ended December 31, 2002. Net cash provided by our operations in 2002 is detailed as follows
(in millions):

Net cash Öows from continuing operations, excluding changes in working capital and
other assets and liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 789(1)

Decrease in restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 282(2)

Decrease in collateral deposits related to an operating lease ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 136(3)

Two structured transactions settled in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 121(4)

Net proceeds from receivables facilityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 95(5)

Decrease in accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (239)(6)

Increase in margin deposits paid ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (193)(7)

Increase in accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (136)(8)

Increase in lease payments related to REMA ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (79)(9)

Increase in inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (74)(10)

Settlement of forward starting swapsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (55)(11)

Discontinued operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (24)

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (104)

Cash provided by operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 519

(1) Due to both our retail energy segment's and wholesale energy segment's result of operations. See ""Ì EBIT by Business

Segment.''

(2) Decrease primarily attributable to REMA's funds becoming eÅectively unrestricted pursuant to REMA's lease obligations,

partially oÅset by Orion Power's operations.

(3) See note 14(c) to our consolidated Ñnancial statements.

(4) See note 7(a) to our consolidated Ñnancial statements.

(5) See note 16 to our consolidated Ñnancial statements.

(6) Decrease primarily due to timing of cash payments of our wholesale energy segment.

(7) Cash outÖows for margin deposits are related to our trading and hedging activities and increased partially due to downgrades in

our credit ratings in 2002.

(8) Increase due to the start-up of our retail energy segment in 2002 as a result of the opening of the Texas retail market to full

competition in January 2002.

(9) See note 14(a) to our consolidated Ñnancial statements.

(10) Increase due primarily to fuel inventory related to our wholesale energy segment.

(11) See note 9(c) to our consolidated Ñnancial statements.
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Year Ended December 31, 2001. Net cash used in our operations in 2001 is detailed as follows (in
millions):

Net cash outÖows from continuing operations, excluding changes in working capital
and other assets and liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 612(1)

Decrease in accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,112)(2)

Increase in lease payments related to REMAÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (181)(3)

Deposits in a collateral account related to an operating lease ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (145)(4)

Increase in restricted cash primarily related to REMA ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (117)(5)

Two structured transactions entered into in 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (117)(6)

Decrease in accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 809(7)

Decrease in margin deposits paid ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 167(8)

Change in intercompany balances with CenterPointÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 94

Discontinued operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (196)

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34

Cash used in operating activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (152)

(1) Due primarily to our wholesale energy segment's results of operations. See ""Ì EBIT by Business Segment.''

(2) Decrease primarily due to decline in average price paid for gas purchases related to our wholesale energy segment.

(3) See note 14(a) to our consolidated Ñnancial statements.

(4) Net collateral deposits paid by us. See note 14(c) to our consolidated Ñnancial statements.

(5) See notes 2(l) and 9 to our consolidated Ñnancial statements.

(6) See note 7(a) to our consolidated Ñnancial statements.

(7) Decrease due to decline in revenues due to lower power prices coupled with timing of cash receipts related to our wholesale

energy segment.

(8) Decrease related to reduced net margin deposits on energy trading and hedging activities as a result of reduced commodity

volatility and relative price levels of natural gas and power.

Cash Flows Ì Investing Activities

2003 Compared to 2002. Net cash provided by/used in investing activities changed by $4.5 billion in
2003 compared to 2002, primarily due to the acquisition of Orion Power for $2.9 billion in 2002. In
addition, cash Öows provided by investing activities of our discontinued operations increased $1.5 billion in
2003 compared to 2002. See below.

2002 Compared to 2001. Net cash used in investing activities increased $2.6 billion in 2002
compared to 2001, primarily due to the acquisition of Orion Power for $2.9 billion in 2002. In addition,
cash Öows from investing activities of our discontinued operations changed by $231 million in 2002
compared to 2001.

Year Ended December 31, 2003. Net cash provided by investing activities during 2003 was
$1.0 billion, primarily due to cash inÖows of $1.6 billion from our discontinued operations primarily due to
net proceeds from the sales of our Desert Basin plant operations ($285 million) and our European energy
operations ($1.4 billion). See notes 22 and 23 to our consolidated Ñnancial statements. This was oÅset by
cash outÖows due to capital expenditures of $587 million primarily related to our power generation
operations and development of power generation projects.

Year Ended December 31, 2002. Net cash used in investing activities during 2002 was $3.5 billion,
primarily due to the acquisition of Orion Power for $2.9 billion in February 2002 and $640 million in
capital expenditures primarily related to our power generation operations and development of power
generation projects. This was oÅset by cash inÖows of $119 million from our discontinued operations
primarily due to a $137 million cash dividend from our discontinued European energy operation's equity
investment in NEA.
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Year Ended December 31, 2001. Net cash used in investing activities during 2001 was $838 million,
primarily due to $728 million of capital expenditures primarily related to our power generation operations
and to a lesser extent by cash outÖows of $112 million from our discontinued operations.

Cash Flows Ì Financing Activities

2003 Compared to 2002. Net cash used in/provided by Ñnancing activities during 2003 changed by
$6.9 billion compared to 2002. See below for discussion.

2002 Compared to 2001. Net cash provided by Ñnancing activities during 2002 increased by
$3.0 billion compared to 2001. See below for discussion.

Year Ended December 31, 2003. Net cash used in Ñnancing activities in 2003 is detailed as follows
(in millions):

Prepayments of senior secured term loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(2,048)(1)

Net payments of senior secured revolving credit facility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,108)(1)

Prepayment of senior revolving credit facility in conjunction with March 2003
reÑnancing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (350)(1)

Payments of Ñnancings costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (184)(2)

Net payments on Orion MidWest and Orion NY term loans and revolving working
capital facilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (153)

Net proceeds from senior secured notes issued July 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,056(1)

Net proceeds from convertible senior subordinated notes issued June and July 2003 ÏÏ 266(1)

Net proceeds from additional PEDFA bond issuance for Seward generation plant ÏÏÏÏ 99(1)

Net borrowings under a Ñnancing commitment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 95(3)

Draws under letters of credit to provide support for REMA's lease obligations ÏÏÏÏÏÏÏ 42(1)

Discontinued operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (734)(4)

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 131

Cash used in Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(2,888)

(1) See note 9 to our consolidated Ñnancial statements.

(2) See note 2(r) to our consolidated Ñnancial statements.

(3) Net borrowings due to construction agency Ñnancing commitment for the construction of three power generation facilities in the

Ñrst quarter of 2003 prior to the March 2003 reÑnancings. See notes 9(a) and 14(b) to our consolidated Ñnancial statements.

(4) See note 22 to our consolidated Ñnancial statements.

Year Ended December 31, 2002. Net cash provided by Ñnancing activities during 2002 of $4.0 billion
is primarily due to an increase in short-term borrowings used to fund the acquisition of Orion Power and
an increase in working capital to meet future obligations and other working capital requirements. In
addition, net cash provided by Ñnancing activities increased due to decreased investments of excess cash in
an aÇliate of CenterPoint. These cash inÖows were partially oÅset by (a) the purchase of $200 million in
principal amount of the Orion Power Holdings 4.5% convertible senior notes and (b) the payment of
$145 million under our Orion MidWest and Orion NY credit agreements. See note 9(a) to our
consolidated Ñnancial statements.

Year Ended December 31, 2001. Net cash provided by Ñnancing activities during 2001 of $1.0 billion
is primarily due to net proceeds from the IPO of $1.7 billion, oÅset by $731 million of changes in notes
with aÇliated companies and a $189 million treasury stock purchase. Pursuant to the terms of the master
separation agreement with CenterPoint, we used $147 million of the net IPO proceeds to repay certain
indebtedness owed to CenterPoint. Proceeds not initially utilized from the IPO during 2001 were advanced
on a short-term basis to CenterPoint, which provided a cash management function. As of December 31,
2001, we had $390 million of outstanding advances to CenterPoint. During 2001 and 2002, the IPO
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proceeds were used for repayment of third party borrowings, repurchase of our common stock, capital
expenditures and payment of taxes, interest and other payables. In May 2001, prior to the closing of the
IPO, CenterPoint converted to equity or contributed to us an aggregate of $1.7 billion of indebtedness
owed by us to CenterPoint of which $35 million was related accrued intercompany interest expense.
Following the IPO, CenterPoint no longer provided Ñnancing or credit support for us, except for speciÑed
transactions or for a limited period of time.

New Accounting Pronouncements, SigniÑcant Accounting Policies and Critical Accounting Estimates

New Accounting Pronouncements

For discussion regarding new accounting pronouncements that will impact us, see note 2(v) to our
consolidated Ñnancial statements.

SigniÑcant Accounting Policies

For discussion regarding our signiÑcant accounting policies, see note 2 to our consolidated Ñnancial
statements.

Critical Accounting Estimates

As required by GAAP, we make a number of estimates and judgments in preparing our consolidated
Ñnancial statements. These estimates, to the extent they diÅer from actual results, can have a signiÑcant
impact on our recorded assets, liabilities, revenues and expenses and related disclosure of contingent assets
and liabilities. In this section, we discuss those estimates that we deem to be ""critical accounting
estimates.'' We consider an estimate to be a material ""critical accounting estimate'' due to either (a) the
level of subjectivity or judgment necessary to account for highly uncertain matters or (b) the susceptibility
of such matters to change, and that have a material impact on the presentation of our Ñnancial condition
or results of operations. The audit committee of our board of directors reviews each critical accounting
estimate with our senior management.

Goodwill.

As of November 1 of each year, we test goodwill for each of our segments. In addition, we test
goodwill if an event occurs indicating that an asset carrying value may not be recoverable. The following
table shows net goodwill by reportable segment for the indicated period:

December 31,

2002 2003

Retail Wholesale Retail Wholesale
Energy Energy Consolidated Energy Energy Consolidated

(In millions)

GoodwillÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $32 $1,509 $1,541 $53 $430 $483

In 2001, we determined goodwill associated with our communications business was impaired and
recorded a goodwill impairment of $19 million that was reported in amortization expense. In 2002, we
recognized impairment charges totaling $716 million related to our European energy segment goodwill
($234 million reported as a cumulative eÅect of a change in accounting principle and $482 million
reported as a component of loss from discontinued operations). In 2003, we recognized impairment
charges totaling $985 million related to our wholesale energy reporting unit. For information regarding
impairment charges reÖected in the reported periods in our consolidated Ñnancial statements, see note 6 to
our consolidated Ñnancial statements.

We estimate the fair value of our wholesale energy segment based on a number of subjective factors,
including: (a) appropriate weighting of valuation approaches (income approach, market approach and
comparable public company approach), (b) projections about future power generation margins,
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(c) estimates of our future cost structure, (d) discount rates for our estimated cash Öows, (e) selection of
peer group companies for the public company approach, (f) required level of working capital, (g) assumed
terminal value and (h) time horizon of cash Öow forecasts.

We consider the estimate of fair value to be a critical accounting estimate for our wholesale energy
segment because (a) a potential goodwill impairment could have a material impact on our Ñnancial
position and results of operations and (b) the estimate is based on a number of highly subjective
judgments and assumptions. We do not consider the estimate of fair value and goodwill of our retail
energy segment to be a critical accounting estimate as our prior estimates of fair value for that reporting
unit signiÑcantly exceeded the carrying value.

In determining the fair value of our wholesale energy segment in 2003, we made the following key
assumptions: (a) the markets in which we operate will continue to be deregulated; (b) demand for
electricity will grow, which will result in lower reserve margins; (c) there will be a recovery in electricity
margins over time to a level suÇcient such that companies building new generation facilities can earn a
reasonable rate of return on their investment and (d) the economics of future construction of new
generation facilities will likely be driven by regulated utilities. As part of our process, we modeled all of
our power generation facilities and those of others in the regions in which we operate. The following table
summarizes certain of these signiÑcant assumptions:

January November July November
2002 2002 2003 2003

Number of years used in internal cash Öow analysis(1)ÏÏÏÏÏÏÏÏÏÏ 5 15 15 15

EBITDA multiple for terminal values(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.0 7.0 to 7.5 7.5 7.5

Risk-adjusted discount rate for our estimated cash Öows ÏÏÏÏÏÏÏÏÏ 9.0% 9.0% 9.0% 9.0%

Average anticipated growth rate for demand in power(3) ÏÏÏÏÏÏÏÏ 2.0% 2.0% 2.0% 2.0%

After-tax return on investment for new investment(4) ÏÏÏÏÏÏÏÏÏÏÏ 9.0% 9.0% 7.5% 7.5%

(1) The numbers of years used in the internal cash Öow analysis changed from 5 years in the January 2002 test to 15 years due to

the fact that Ñve years in the forecast did not capture the full impact of the cyclical nature of our wholesale energy operations.

Additional periods were included in the forecasts to derive an appropriate forecast period, which was used to determine the

estimated terminal value. As of January 2002, based on current market conditions in the wholesale energy industry, management

did not believe additional periods beyond Ñve years in the forecast were required.

(2) The EBITDA multiple for terminal values changed from 6.0 in the January 2002 test to 7.0 to 7.5 in the November 2002 test

and from 7.0 to 7.5 in the November 2002 test to 7.5 in the 2003 tests due to the independent appraiser's updated analysis of

the public guideline companies that indicated higher multiples were appropriate to calculate the terminal values at the applicable

dates.

(3) Depending on the region, the speciÑc rate is projected to be somewhat higher or lower.

(4) Based on our assumption in 2003 that regulated utilities will be the primary drivers underlying the construction of new

generation facilities, we have assumed that the after-tax return on investment will yield a return representative of a regulated

utility's cost of capital (7.5%) rather than that of an independent power producer (9.0%). Based on changes in assumed market

conditions, including regulatory rules, we have changed the projected time horizon for substantially achieving the after-tax return

on investment to 2008 Ì 2012 (depending on region). Formerly, we had assumed that the time horizon for substantially

achieving this rate of return was 2006 Ì 2010.

Because we recognized a goodwill impairment in 2003, in the near future, if our wholesale energy
market outlook changes negatively, we could have additional impairments of goodwill that would need to
be recognized. In addition, our ongoing evaluation of our wholesale energy business could result in
decisions to mothball, retire or dispose of additional generation assets, any of which could result in
additional impairment charges related to goodwill, impact our Ñxed assets' depreciable lives or result in
Ñxed asset impairment charges.

California Net Receivables.

As described in note 15(b) to our consolidated Ñnancial statements, we have recorded a $189 million
net receivable, included in the $242 million below, as of December 31, 2003 for energy sales in California
during the period from October 2, 2000 through June 20, 2001. The receivable is an estimate based on a
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number of assumptions regarding (a) the outcome of a FERC refund proceeding and (b) the realizability
of the receivables due to creditworthiness issues.

We consider this estimate, which aÅects only our wholesale energy segment, to be a critical
accounting estimate because (a) changes in this estimate can have a material impact on our Ñnancial
position and results of operations and (b) the estimate of the net receivable is based on a number of
highly subjective judgments and assumptions. In estimating the net receivable, we have made a number of
assumptions, as set forth in the following table, regarding (a) the estimated refund obligation, (b) the
credit reserve and (c) the interest receivable:

December 31,

2002 2003

(In millions)

Accounts receivable, excluding refund obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $306 $326

Refund obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (191) (81)

Credit reserve ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6) (21)

Interest receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 18

Accounts receivable, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $114 $242

For information regarding related changes in our estimates, see note 15(b) to our consolidated
Ñnancial statements.

Property, Plant and Equipment.

We evaluate our property, plant and equipment for impairment if events indicate that the carrying
value of these assets may not be recoverable. If the sum of the undiscounted expected future cash Öows
from an asset is less than the carrying value of the asset, we recognize an impairment by subtracting the
fair value of the asset from its carrying value. We consider the fair value estimate to be a critical
accounting estimate because (a) an impairment can have a material impact on our Ñnancial position and
results of operations and (b) the highly subjective nature of the many judgments and assumptions used in
the estimate. The estimate of carrying value primarily aÅects our wholesale energy segment, which holds
approximately 97% of our total net property, plant and equipment.

In determining the existence of an impairment in carrying value, we make a number of subjective
assumptions as to: (a) whether an indicator of impairment has occurred, (b) the grouping of assets,
(c) the intention of ""holding'' versus ""selling'' an asset, (d) the forecast of undiscounted expected future
cash Öow over the asset's estimated useful life and (e) if an impairment exists, the fair value of the asset
or asset group. If our wholesale energy market outlook changes negatively, we could have additional
impairments of our property, plant and equipment in future periods. Additionally, future decisions to
mothball, retire or dispose of assets could result in impairment charges. It is also possible that in
restructuring and simplifying our operations in the future as discussed in ""Ì Overview'' of this section, we
may increase the risk of an impairment of certain assets, such as information technology systems, to the
extent that changes in our business eliminate the need for such assets.

During 2001, we decided to exit our communications business and recorded Ñxed asset impairments of
$22 million, which is recorded in depreciation expense (see note 17 to our consolidated Ñnancial
statements). During 2002, we recognized a $37 million impairment recorded in depreciation expense
related to steam and combustion turbines and two heat recovery steam generators (see note 14(c) to our
consolidated Ñnancial statements). During 2003, we recognized depreciation expense of $7 million related
to the write-down of an oÇce building to its fair value less cost to sell, which was determined with the
assistance of an independent appraiser.

For information concerning the possible impairment of our Liberty plant, see note 15(c) to our
consolidated Ñnancial statements.
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Depreciation Expense.

As of December 31, 2003, approximately 73% of our total gross property, plant and equipment was
comprised of electric generation facilities and equipment. We estimate depreciation expense using the
straight-line method based on projected useful lives. We consider these estimates, which aÅect primarily
our wholesale segment, to be critical accounting estimates because (a) they require subjective judgments
regarding the estimated useful lives of property, plant and equipment and (b) changes in the estimates
could aÅect future depreciation expense and hence our results of operations.

In 2002, we recognized $15 million in depreciation expense for the early retirement of power
generation units at the Warren facility. During 2003, we recognized $14 million in depreciation expense for
the early retirement of power generation units at two facilities. For additional information regarding
depreciation expense, see note 2(f) to our consolidated Ñnancial statements.

For power generation facilities purchased in acquisitions, we estimate useful life based on: (a) the
condition of the acquired facilities, (b) the fuel type of the generation facilities, (c) future environmental
requirements, (d) projected maintenance and (e) projected future cash Öows. For power generation
facilities that we construct, we use the design life provided in the construction contract. In the absence of
a speciÑed design life, we estimate the weighted average life of the components of a power generation unit
of a facility.

SigniÑcant portions of our facilities were constructed many years ago. Older generating equipment
may require signiÑcant upgrades, which could aÅect judgments to their useful life. In addition, alternative
technologies could reduce the useful lives of portions of these facilities.

If we had assumed that our gross property, plant and equipments' lives had decreased by 10% from
the estimated lives used in our calculation of depreciation expense for 2003, our depreciation expense
would have been approximately $399 million or 11% higher.

Trading and Derivative Activities.

Legacy Trading Positions. We report our legacy trading positions on our consolidated balance sheets
at fair value. As discussed in Item 7A ""Quantitative and Qualitative Disclosures about Non-Trading and
Trading Activities and Related Market Risks'' of this report, we determine the fair value of our trading
assets/liabilities based on (a) prices actively quoted, (b) prices provided by other external sources or
(c) prices based on models and other valuation methods.

We consider the fair values of our trading assets/liabilities to be a critical accounting estimate
because they are highly susceptible to change from period to period and are dependent on many subjective
factors, including (a) estimated forward market price curves; (b) valuation adjustments relating to time
value; (c) liquidity valuation adjustments, calculated by utilizing observed market price liquidity, which
represent the estimated impact on fair values resulting from the widening of bid/ask spreads for
transactions occurring further in the future; (d) costs of administering future obligations under existing
contracts and (e) credit adjustments based on estimated defaults by counterparties that are calculated
using historical default probabilities for corporate bonds for companies with similar credit ratings. These
estimates aÅect our wholesale energy segment and, prior to 2003, our retail energy segment.

To determine the fair value for energy trading derivatives where there are no market quotes or
external valuation services, we rely on modeling techniques. In certain circumstances, prices are modeled
using a variety of techniques such as moving averages, calibration models and other time series techniques,
market equilibrium analysis, extrapolation/interpolation, a range of contingent claims valuation methods
and volumetric risk modeling. There is inherent risk in valuation modeling given the complexity and
volatility of energy markets. Therefore, it is possible that results in future periods may be materially
diÅerent as contracts are ultimately settled.

Non-Trading Derivative Activities. We report our non-trading derivative assets/liabilities on our
consolidated balance sheets at fair value. As discussed in Item 7A ""Quantitative and Qualitative

72



Disclosures about Non-Trading and Trading Activities and Related Market Risks'' of this report, we
estimate the fair value of our non-trading derivative assets/liabilities based on (a) prices actively quoted,
(b) prices provided by other external sources or (c) prices based on models and other valuation methods.
The fair values and deferred gains and losses of our non-trading derivative instruments and contractual
commitments qualifying and designated as hedges are based on the same valuation techniques described
above for energy trading activities.

We consider the fair values of our non-trading derivative instruments to be a critical accounting
estimate due to the same factors applicable to our legacy trading activities. We also believe estimates
regarding the probability that hedged forecasted transactions will occur by the end of the time period
speciÑed in the original hedging documentation to be a critical accounting estimate. These estimates aÅect
all of our reportable operating segments.

For additional information regarding our legacy trading positions and non-trading derivative activities,
see notes 2(d), 7 and 9(c) to our consolidated Ñnancial statements and Item 7A ""Quantitative and
Qualitative Disclosures about Non-Trading and Trading Activities and Related Market Risks.'' Item 7A
includes value-at-risk information related to our legacy trading positions and an analysis of the impact a
10% hypothetical adverse change on the fair value of our non-trading derivatives at December 31, 2002
and 2003.

Retail Energy Segment Estimated Revenues and Energy Supply Costs.

Accrued Unbilled Revenues. In 2003, accrued unbilled revenues of $290 million represented
approximately 3% of our consolidated revenues and 5% of our retail energy segment's revenues. In 2002,
accrued unbilled revenues of $216 million represented approximately 2% of consolidated revenues and 5%
of our retail energy segment's revenues.

Accrued unbilled revenues are based on our estimate of the amount of energy delivered to customers
since the date of the last meter reading and on customer metering information (which we have limited
ability to conÑrm) furnished to us by the ERCOT ISO. In estimating electricity usage volumes, we rely
upon daily forecasted volumes, estimated customer usage by class and applicable customer rates based on
analyses reÖecting signiÑcant historical trends and experience. Volume estimates by customers are then
multiplied by our estimated rate by customer class to calculate the unbilled revenues to be recorded. We
record the unbilled revenues in the current reporting period and then reverse it in the subsequent reporting
period when actual usage and rates are known and billed.

We consider our estimate of accrued unbilled revenue to be a critical accounting estimate because of
(a) the uncertainty inherent in estimating customer volumes, (b) the problems or delays in the Öow of
information between the ERCOT ISO, the transmission and distribution utilities and us and other retail
electric providers, (c) the potential negative impact on our business, results of operation and cash Öows
based on the receipt of inaccurate or delayed information from the transmission and distribution utilities or
the ERCOT ISO and (d) the fact that as additional information becomes available, the impact of
recognizing revised estimates in subsequent periods relating to a previous period can be material to our
retail energy segment's and our consolidated results of operations. If our estimate of either electricity usage
volumes or estimated rates were to increase or decrease by 3%, our accrued unbilled revenues at
December 31, 2003 would have increased or decreased by approximately $9 million. A 3% increase or
decrease in both our estimated electricity usage and estimated rates would have increased or decreased our
accrued unbilled revenues at December 31, 2003 by approximately $17 million.

Estimated Energy Supply Costs. We record energy supply costs for electricity sales and services to
retail customers based on estimated supply volumes and an estimated rate per MWh for the applicable
reporting period. We consider this accounting estimate to be a critical accounting estimate because of
(a) the uncertainty inherent in estimating both the supply volumes and the rate per MWh and (b) the
uncertainty related to the ERCOT ISO settlement process (as discussed below) and (c) the fact that, as
additional information becomes available, the impact of recognizing revised estimates in subsequent periods
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relating to a previous period can be material to our retail energy segment's and our consolidated results of
operations.

In 2002 and 2003, a portion of our energy supply costs ($61 million and $53 million, respectively)
consisted of estimated transmission and distribution charges not billed by the transmission and distribution
utilities.

In estimating supply volumes, we consider the eÅects of historical customer volumes, weather factors
and usage by customer class. We estimate our transmission and distribution delivery fees using the same
method that we use for electricity sales and services to retail customers. In addition, we estimate ERCOT
ISO fees based on historical trends, estimated supply volumes and initial ERCOT ISO settlements.
Volume estimates are then multiplied by the estimated rate and recorded as purchased power expense in
the applicable reporting period. If our estimate of electricity usage volumes increased or decreased by 3%,
our energy supply costs would have increased or decreased by approximately $6 million. Changes in our
volume usage would have resulted in a similar oÅsetting change in billed volumes, thus partially mitigating
our energy supply costs.

Changes in Estimates. During 2003, we revised our estimates and assumptions related to retail
energy revenues and energy supply costs in 2002. The revisions resulted in the recognition in 2003 of
$39 million of income. As additional information becomes available, we may recognize additional income
or losses.

Dependence on ERCOT ISO Settlement Procedures. In Texas, our primary retail energy market, the
ERCOT ISO is responsible for scheduling and settling all electricity volumes and related fees. As part of
settlement, the ERCOT ISO communicates actual volumes compared to scheduled volumes. The ERCOT
ISO calculates an additional charge or credit by calculating the diÅerence between the actual and
scheduled volumes multiplied by the market-clearing price for balancing energy service. The ERCOT ISO
also charges customer-serving market participants' administrative fees; reliability must run contract fees;
out of merit energy fees and out of merit capacity fees. The ERCOT ISO allocates these and other fees to
market participants based on each market participant's share of the total load. We may not know about
these fees, which are generally outside of our control, until the ERCOT ISO bills them. If the ERCOT
ISO's records indicate that our volumes delivered were greater than the volumes our records indicate, we
may be billed a larger than expected share of these total fees.

Preliminary settlement information is due from the ERCOT ISO within two months after electricity
is delivered. Final settlement information is due from the ERCOT ISO within 12 months after electricity
is delivered. We record our estimated supply costs and related fees using estimated supply volumes, as
discussed above, and adjust those costs upon receipt of the ERCOT ISO information. Delays in
settlements could materially aÅect the accuracy of our recorded energy supply costs and related fees.

The ERCOT ISO volume settlement process has been delayed on several occasions because of
operational problems with data management among the ERCOT ISO, the transmission and distribution
utilities and the retail electric providers. During the third quarter of 2002, the ERCOT ISO issued true-up
settlements for the pilot time period of July 2001 to December 2001. The ERCOT ISO then temporarily
suspended true-up settlement calculations to allow a threshold level of consumption data for subsequent
periods from the transmission and distribution utilities to be loaded into the ERCOT ISO's systems. In
2003, the ERCOT ISO prepared true-up settlement calculations for the period January 2002 through
December 2002. The ERCOT ISO has scheduled to resume true-up settlement calculations for 2003 in
April 2004.

These settlement calculations indicate that our customers utilized greater volumes of electricity than
our records indicated. We have invoked the ERCOT ISO's dispute resolution process for settlement
calculations for the period from January 2002 to date. As of December 31, 2003, the amount in dispute
with the ERCOT ISO is $11 million due to diÅerences in volumes partially oÅset by unaccounted-for-
energy costs variances.
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Loss Contingencies.

We record a loss contingency when it is probable that a liability has been incurred and the amount of
the loss can be reasonably estimated. We regularly analyze current information and, as necessary, provide
accruals for probable liabilities on the eventual disposition of those matters that can be estimated. We
consider these estimates to be critical accounting estimates because (a) they entail signiÑcant judgment by
us regarding probabilities and ranges of exposure, (b) the ultimate outcome of the proceedings relating to
these contingencies is unknown and (c) the ultimate outcome could have a material adverse eÅect on our
results of operations, Ñnancial condition and cash Öows. Estimates of contingent losses aÅect all our
reportable segments. For a discussion of these contingencies, see note 15 to our consolidated Ñnancial
statements.

Deferred Tax Assets Valuation Allowance and Tax Liabilities.

We estimate (a) income taxes in each of the jurisdictions in which we operate, (b) net deferred tax
assets based on expected future taxable beneÑts in such jurisdictions and (c) valuation allowance for
deferred tax assets. For additional information regarding these estimates, which aÅect all of our reportable
segments, see note 13 to our consolidated Ñnancial statements. We consider these estimates to be a critical
accounting estimate because (a) they require estimates of projected future operating results (which are
inherently imprecise) and (b) they depend on assumptions regarding our ability to generate future taxable
income during the periods in which temporary diÅerences are deductible.

In addition, we recognize contingent tax liabilities through tax expense and tax expense for
discontinued operations for estimated exposures related to our current tax positions. We evaluate the need
for contingent tax liabilities on a quarterly basis and any change in the amount will be recorded in our
results of operations, as appropriate. It could take several years to resolve certain of these contingencies.

Related Party Transactions

For a discussion of related party transactions, see notes 3 and 4 to our consolidated Ñnancial
statements.
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Item 7A. Quantitative and Qualitative Disclosures about Non-Trading and Trading Activities and Related
Market Risks.

Market Risk and Risk Management

We are exposed to various market risks. These risks arise from the ownership of our assets and
operation of our business. Most of the revenues, expenses, results of operations and cash Öows from our
business activities are impacted by market risks. Categories of signiÑcant market risks include exposures
primarily related to commodity prices and interest rates.

During the normal course of business, we review our hedging strategies and determine the hedging
approach we deem appropriate based upon the circumstances of each situation. We frequently utilize
derivative instruments to execute our risk management and hedging strategies. Derivative instruments are
instruments, such as futures, forward contracts, swaps or options that derive their value from underlying
assets, indices, reference rates or a combination of these factors. These derivative instruments include
negotiated contracts, which are referred to as over-the-counter derivatives, and instruments that are listed
and traded on an exchange.

We primarily use derivative instruments to manage and hedge exposures, such as exposure to changes
in electricity and fuel prices and interest rate risk on our Öoating-rate borrowings. We believe that the
associated market risk of these instruments can best be understood relative to the underlying assets or risk
being hedged and our hedging strategy.

During 2002, we evaluated our trading, marketing, power origination and risk management services
strategies and activities. During the second half of 2002, we began to reduce our wholesale energy
segment's trading. In March 2003, we discontinued our proprietary trading business. Trading positions
taken prior to our decision to exit this business are managed solely for purposes of closing them on
economical terms.

We have a risk control framework designed to monitor, measure and deÑne appropriate transactions to
hedge and manage the risk in our existing portfolio of assets and contracts and to authorize new
transactions. These risks fall into three diÅerent categories: market risk, credit risk and operational risk.
We believe that we have eÅective procedures for evaluating and managing these risks to which we are
exposed. Key risk control activities include deÑnition of appropriate transactions for hedging, credit review
and approval, credit and performance risk measurement and monitoring, validation of transactions, portfolio
valuation and daily portfolio reporting including mark-to-market valuation, value-at-risk and other risk
measurement metrics. We seek to monitor and control our risk exposures through a variety of separate but
complementary processes and committees, which involve business unit management, senior management
and our board of directors.

The eÅectiveness of our policies and procedures for managing risk exposure can never be completely
estimated or fully assured. For example, we could experience losses, which could have a material adverse
eÅect on our results of operations, Ñnancial condition or cash Öows from unexpectedly large or rapid
movements or disruptions in the energy markets, from regulatory-driven market rule changes and/or
bankruptcy of customers or counterparties.

Given our current credit and liquidity situation and other factors, we have reduced our hedging
activities, which could result in greater volatility in future earnings. Additionally, the reduction in market
liquidity may impair the eÅectiveness of our risk management procedures and hedging strategies. These
and other factors may adversely impact our results of operations, Ñnancial condition and cash Öows.

See notes 2(d) and 7 to our consolidated Ñnancial statements for the accounting for these types of
transactions.

Non-trading Market Risk

Commodity Price Risk. Commodity price risk is an inherent component of wholesale and retail
electric businesses. Prior to the energy delivery period, we attempt to hedge, in part, the economics of our
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wholesale and retail electric businesses. Derivative instruments are used to mitigate exposure to variability
in future cash Öows from probable, anticipated future transactions attributable to a commodity risk.

The following table sets forth the fair values of the contracts related to our net non-trading derivative
assets and liabilities as of December 31, 2003:

Fair Value of Contracts at December 31, 2003

2009 and Total fair
Source of Fair Value 2004 2005 2006 2007 2008 thereafter value

(In millions)

Prices actively quoted(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1 $(8) $ Ì $ Ì $ Ì $ Ì $ (7)

Prices provided by other external sources(2) ÏÏÏ 103 24 3 (1) Ì Ì 129

Prices based on models and other valuation
methods(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51 Ì (19) (10) (6) (17) (1)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $155 $16 $(16) $(11) $ (6) $(17) $121

(1) Represents our NYMEX futures positions in natural gas and crude oil. NYMEX has quoted prices for natural gas and crude oil

for the next 72 and 30 months, respectively.

(2) Represents our forward positions in natural gas and power at points for which OTC broker quotes are available, which on

average, extend 36 and 24 months into the future, respectively. Positions are valued against internally developed forward market

price curves that are frequently validated and recalibrated against OTC broker quotes. This category also includes some

transactions whose prices are obtained from external sources and then modeled to hourly, daily or monthly prices, as appropriate.

(3) Represents the value of (a) our valuation adjustments for liquidity, credit and administrative costs, (b) options or structured

transactions not quoted by an exchange or OTC broker, but for which the prices of the underlying are available and

(c) transactions for which an internally developed price curve was constructed as a result of the long-dated nature of the

transaction or the illiquidity of the market point.

The fair values in the above table are subject to signiÑcant changes based on Öuctuating market prices
and conditions. Changes in our derivative assets and liabilities result primarily from changes in the
valuation of the portfolio of contracts and the timing of settlements. The most signiÑcant parameters
impacting the value of our portfolios of contracts include natural gas and power forward market prices,
volatility and credit risk. Market prices assume a normal functioning market with an adequate number of
buyers and sellers providing market liquidity. InsuÇcient market liquidity could signiÑcantly aÅect the
values that could be obtained for these contracts, as well as the costs at which these contracts could be
hedged.

We assess the risk of our non-trading derivatives using a sensitivity analysis method. Derivative
instruments, which we use as economic hedges, create exposure to commodity prices, which, in turn, oÅset
the commodity exposure inherent in our businesses. The stand-alone commodity risk created by these
instruments, without regard to the oÅsetting eÅect of the underlying exposure these instruments are
intended to hedge, is described below. The sensitivity analysis performed on our non-trading energy
derivatives measures the potential loss in fair value based on a hypothetical 10% movement in the
underlying energy prices. A decrease of 10% in the market prices of energy commodities from their
December 31, 2003 levels would have decreased the fair value of our non-trading energy derivatives by
$70 million. Of this amount, $63 million relates to a loss in fair value of our non-trading derivatives that
are designated as cash Öow hedges and $7 million relates to a loss in earnings of our economic hedges. A
decrease of 10% in the market prices of energy commodities from their December 31, 2002 levels would
have decreased the fair value of our non-trading energy derivatives by $38 million.

The above analysis of the non-trading energy derivatives utilized for hedging purposes does not
include the favorable impact that the same hypothetical price movement would have on our physical
purchases and sales of natural gas and electric power to which the hedges relate. Furthermore, the non-
trading energy derivative portfolio is managed to complement our asset portfolio, thereby reducing overall
risks. Therefore, the adverse impact to the fair value of the portfolio of non-trading energy derivatives held
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for hedging purposes associated with the hypothetical changes in commodity prices referenced above would
be oÅset by a favorable impact on the underlying hedged physical transactions, assuming:

‚ the non-trading energy derivatives are not closed out in advance of their expected term;

‚ the non-trading energy derivatives continue to function eÅectively as hedges of the underlying risk;

and

‚ as applicable, anticipated underlying transactions settle as expected.

If any of the above-mentioned assumptions cease to be true, a loss on the derivative instruments may
occur, or the options might be worthless as determined by the prevailing market value on their termination
or maturity date, whichever comes Ñrst. Non-trading energy derivatives, which qualify as cash Öow hedges,
and which are eÅective as hedges, may still have some percentage that is not eÅective. The change in
value of the non-trading energy derivatives, which represents the ineÅective component of the cash Öow
hedges, is recorded in our results of operations. During 2001, 2002 and 2003, we recognized a gain of
$28 million, a loss of $17 million and a loss of $20 million, respectively, in our results of operations due to
hedge ineÅectiveness.

Interest Rate Risk. We have issued long-term debt and have obligations under bank facilities that
subject us to the risk of loss associated with movements in market interest rates. In addition, we have
entered into interest rate swap and interest rate cap agreements to mitigate our exposure to interest rate
Öuctuations associated with certain of our variable rate debt instruments. We assess interest rate risks
using a sensitivity analysis method. The table below provides information concerning our Ñnancial
instruments as of December 31, 2002 and 2003, that are sensitive to changes in interest rates:

Fair
Market Hypothetical

Aggregate Value/Swap Change in
Notional Termination Underlying at
Amount Value(1) End of Period Financial Impact

(In millions)

December 31, 2002:

Floating rate debt(2)(3) ÏÏÏÏÏ $5,936 N/A(4) 10% increase $2 million increased monthly interest expense
Fixed rate debt(3) ÏÏÏÏÏÏÏÏÏÏ 560 $ 409 10% decrease $31 million increase in fair market value

Interest rate swaps(5):

Orion Midwest ÏÏÏÏÏÏÏÏÏÏÏ 600 (69) 10% decrease $4 million increase in termination cost

Orion NY ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 250 (45) 10% decrease $4 million increase in termination cost

Channelview ÏÏÏÏÏÏÏÏÏÏÏÏÏ 200 (18) 10% decrease $1 million increase in termination cost

December 31, 2003:

Floating rate debt(2)(3) ÏÏÏÏÏ $3,910 $3,850 10% increase $1 million increased monthly interest expense

Fixed rate debt(3) ÏÏÏÏÏÏÏÏÏÏ 1,921 1,992 10% decrease $91 million increase in fair market value

Interest rate swaps(5):

Orion Midwest ÏÏÏÏÏÏÏÏÏÏÏ 300 (48) 10% decrease $3 million increase in termination cost

Orion NY ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 250 (36) 10% decrease $3 million increase in termination cost

Channelview ÏÏÏÏÏÏÏÏÏÏÏÏÏ 200 (13) 10% decrease $1 million increase in termination cost

Interest rate caps ÏÏÏÏÏÏÏÏÏÏÏ 4,500 4 10% decrease $1 million loss in earnings

(1) See note 18 to our consolidated Ñnancial statements for further discussion on the fair market value of our Ñnancial instruments.

(2) Excludes adjustment to fair value of our interest rate swaps.

(3) Excludes Liberty's debt.

(4) As of December 31, 2002, we had Öoating rate debt with a carrying value of $5.9 billion, excluding adjustment to fair value of

interest rate swaps and Liberty's debt. There was no active market for our Öoating rate debt obligations as of December 31,

2002.
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(5) These derivative instruments qualify for hedge accounting under SFAS No. 133 and the periodic settlements are recognized as

an adjustment to interest expense in our results of operations over the term of the related agreement. As of December 31, 2002

and 2003, these swaps have negative termination values (i.e., we would have to pay). See note 9(c) to our consolidated Ñnancial

statements.

Trading Market Risk

In our results of operations, historically, our trading activities included (a) transactions establishing
open positions in the energy markets, primarily on a short-term basis and (b) energy price risk
management services to customers primarily related to natural gas, electric power and other energy-related
commodities. We provided these services by utilizing a variety of derivative instruments. We accounted for
these transactions under mark-to-market accounting and continue to account for the remaining legacy
positions under mark-to-market accounting. Our electricity sales to large commercial, industrial and
institutional customers under contracts executed before October 25, 2002 were accounted for under the
mark-to-market method of accounting upon contract execution. For further discussion of these activities,
see notes 2(d) and 7 to our consolidated Ñnancial statements.

The following table sets forth our consolidated net trading assets (liabilities) by segment as of
December 31, 2002 and 2003:

As of
December 31,

2002 2003

(In millions)

Retail energy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 94 $ Ì

Wholesale energy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 105 (1)

Net trading assets and liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $199 $ (1)

The following table sets forth the fair values of the contracts related to our legacy net trading assets
and liabilities as of December 31, 2003:

Fair Value of Contracts at December 31, 2003

2009 and Total fair
Source of Fair Value 2004 2005 2006 2007 2008 thereafter value

(In millions)

Prices actively quoted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(34) $ 9 $2 $Ì $Ì $Ì $(23)

Prices provided by other external sources ÏÏÏÏÏÏÏÏ 13 (22) 4 1 2 2 Ì

Prices based on models and other valuation
methodsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 3 (5) 7 11 4 22

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(19) $(10) $1 $ 8 $13 $ 6 $ (1)

For information regarding ""prices actively quoted,'' ""prices provided by other external sources'' and
""prices based on models and other valuation methods,'' see discussion above related to non-trading
derivative assets and liabilities.

The fair values in the above table are subject to signiÑcant changes based on Öuctuating market prices
and conditions. For further discussion of items resulting in changes in the valuation of the portfolio of
trading contracts, see discussion above related to non-trading derivative assets and liabilities.
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The following table sets forth our consolidated realized and unrealized trading margins for 2001, 2002
and 2003:

Year Ended December 31,

2001 2002 2003

(In millions)

Realized ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $182 $311 $(25)

UnrealizedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 196 (23) (24)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $378 $288 $(49)

Below is an analysis of our net consolidated trading assets and liabilities for 2001, 2002 and 2003.

Year Ended
December 31,

2002 2003

(In millions)

Fair value of contracts outstanding, beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $227 $199

Net assets transferred to non-trading derivatives due to implementation of
EITF No. 02-03(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (93)

Other net assets transferred to non-trading derivatives(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (18)

Net assets recorded to cumulative eÅect under EITF No. 02-03(1) ÏÏÏÏÏÏÏÏÏÏÏÏ Ì (63)

Fair value of new contracts upon execution ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57 Ì

Contracts realized or settled ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (311) 25

Changes in fair values attributable to changes in valuation techniques and
assumptionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31 11

Changes in fair values attributable to market price and other market changes ÏÏÏÏ 195 (62)

Fair value of contracts outstanding, end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $199 $ (1)

(1) See note 2(d) to our consolidated Ñnancial statements.

Fair Value of New Contracts Ì General. The fair value of retail energy segment electric sales
contracts with large commercial, industrial and institutional customers was determined by comparing the
contract price to an estimate of the market cost of delivered retail energy and applying the estimated
volumes under the provisions of these contracts. The calculation of the estimated cost of energy involves
estimating the customer's anticipated load volume, and using forward ERCOT OTC commodity prices,
adjusted for the customer's anticipated load characteristics. The delivery costs were estimated at the time
sales contracts were executed. These costs were based on published rates and our experience of actual
delivery costs. The fair values of these energy supply contracts were estimated using ERCOT OTC
forward price and volatility curves and correlations among power and fuel prices speciÑc to the ERCOT
Region, net of credit risk. The fair values of new wholesale energy contracts at inception are estimated
using OTC forward price and volatility curves and correlation among power and fuel prices, net of
estimated credit risk.

Fair Value of New Contracts Ì 2002. During 2002, our retail energy segment entered into electric
sales contracts with large commercial, industrial and institutional customers ranging from one-half to four
years in duration. During 2002, we recognized total fair value of $43 million for these contracts at the
inception dates. We entered into energy supply contracts to substantially hedge the economics of these
contracts. These contracts had an aggregate fair value of $8 million at the contract inception dates. The
remaining fair value of contracts entered into during 2002 recorded at inception of $6 million primarily
relates to natural gas transportation contracts entered into by our wholesale energy segment.
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Changes in Fair Values Attributable to Changes in Valuation Techniques and Assumptions Ì 2002.
During 2002, the following changes in valuation techniques and assumptions were made:

‚ We changed our methodology for allocating credit reserves between our trading and non-trading
portfolios. Total credit reserves calculated for both the trading and non-trading portfolios, which are
less than the sum of the independently calculated credit reserves for each portfolio due to common
counterparties between the portfolios, are allocated to the trading and non-trading portfolios based
upon the independently calculated trading and non-trading credit reserves. Previously, credit
reserves were independently calculated for the trading portfolio while credit reserves for the non-
trading portfolio were calculated by deducting the trading credit reserves from the total credit
reserves calculated for both portfolios. This change in methodology reduced credit reserves relating
to the trading portfolio by $18 million.

‚ Our retail energy segment eliminated a valuation factor for potential claims for delays in switching
under the liquidated damages clauses in contracts. We eliminated this valuation factor because
there was adequate data to substantiate that these claims would not be submitted. This change in
methodology reduced credit reserves by $5 million.

‚ Our retail energy segment added a valuation factor adjustment to capture the potential earnings loss
associated with customers terminating contracts due to a provision in some of its contracts that
allows customers to terminate their contracts if our unsecured debt ratings fall below investment
grade or if our ratings are withdrawn entirely by a rating agency. During 2002, each of the major
rating agencies downgraded our credit ratings to sub-investment grade. We performed an analysis at
the customer level to estimate our exposure for these provisions. This change in methodology
increased credit reserves by $1 million.

‚ Our retail energy segment changed the methodology related to recording its estimate of
unaccounted-for-energy. Our retail energy segment changed its unaccounted-for-energy factor from
1.6% to zero. The reason for the change is that we believed the unaccounted-for-energy factor was
eÅectively included in the volatility valuation factor and our results from energy sales in 2001 were
not negatively impacted by unaccounted-for-energy. This change in methodology increased the fair
value of the net trading assets by $9 million.

Changes in Fair Values Attributable to Changes in Valuation Techniques and Assumptions Ì 2003.
During 2003, the following changes in valuation techniques and assumptions were made:

‚ We modiÑed our estimated probabilities of counterparty default and considered master netting
agreements, which resulted in a decrease in credit reserves of $10 million.

‚ We reduced estimated costs to administer transactions used in calculating administrative reserves to
reÖect the change in our cost structure, which resulted in a decrease in administrative reserves of
$2 million.

‚ We modiÑed our assumptions for liquidity reserves to consider the widening of bid/ask spreads for
transactions occurring further into the future, which resulted in an increase in the liquidity reserves
of $5 million.

‚ We adjusted our discount rate used in valuing derivative transactions to a risk-free United States
treasury rate from an investment-grade utility rate, which resulted in an increase in fair value of
$4 million.

We employ a risk management system to mitigate the risks associated with our legacy trading
activities. These activities involve market risk associated with managing these energy commodities.
Historically, our trading activities depended on price and volatility changes to create business opportunities,
but within authorized limits.

We primarily assess the risk of our legacy trading positions using a value-at-risk method, in order to
maintain our total exposure within authorized limits. Value-at-risk is the potential loss in value of trading
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positions due to adverse market movements over a deÑned time period within a speciÑed conÑdence level.
We utilize the parametric variance/covariance method with delta/gamma approximation to calculate
value-at-risk.

Our value-at-risk limits are set by the audit committee of our board of directors. Risk limits for our
legacy trading activities include both value-at-risk as well as other non-statistical measures of portfolio
exposure. The risk management process supplements the measurement and enforcement of the limit
metrics with additional analyses including stress testing the portfolio for extreme events and back-testing
the value-at-risk model.

Our value-at-risk model utilizes four major parameters: conÑdence level, volatility, correlation and
holding period.

‚ ConÑdence level: Natural gas and petroleum products have a conÑdence interval of 95% and power
products have a conÑdence interval of 99%. The conÑdence level for power products is higher in
order to capture the non-normality of power price behavior.

‚ Volatility: Calculated daily from historical forward prices using the exponentially weighted moving
average method.

‚ Correlation: Calculated daily from daily volatilities and historical forward prices using the
exponentially weighted moving average method. This parameter is included to account for the
diversiÑcation of the portfolio.

‚ Holding period: Natural gas and petroleum products generally have one day holding periods for
2002 and two day holding periods for 2003. Power products have holding periods of 1 to 20 days for
2002 and 5 to 20 days for 2003 based on the risk proÑle of the portfolio. The holding periods for
power products reÖect our eÅorts to appropriately account for possible liquidation periods of more
than one or Ñve days, as applicable, which is reasonable for some non-standard products. The
change in assumptions for the holding periods for natural gas and petroleum products and power
products in 2003 did not have a material impact on the value-at-risk calculation.

Assuming a conÑdence level of 95% and a one-day holding period, if value-at-risk is calculated at
$10 million, we may state that there is a one in 20 chance that if prices move against our consolidated
diversiÑed positions, our pre-tax loss in liquidating or oÅsetting with hedges, our applicable portfolio in a
one-day period would exceed $10 million.

While we believe that our assumptions and approximations are reasonable for calculating value-at-risk,
there is no uniform industry methodology for estimating value-at-risk, and diÅerent assumptions and/or
approximations could produce materially diÅerent value-at-risk estimates.

An inherent limitation of value-at-risk is that past market risk may not produce accurate predictions
of future market risk. Moreover, value-at-risk calculated for a speciÑed holding period does not fully
capture the market risk of positions that cannot be liquidated or oÅset with hedges within that speciÑed
period. Future transactions, market volatility, reduction of market liquidity, failure of counterparties to
satisfy their contractual obligations and/or a failure of risk controls could result in material losses from our
legacy trading activities.

The following table presents the daily value-at-risk for substantially all of our legacy trading positions
for our continuing operations for 2002 and 2003:

2002 2003

(In millions)

As of December 31ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17 $7

Year Ended December 31:

Average ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17 7

High ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 35

LowÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10 2
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During 2003, average value-at-risk exposure was lower compared to 2002 due to certain power trading
activities in ERCOT related to our retail energy segment no longer being accounted for on a mark-to-
market method of accounting. See note 2(d) to our consolidated Ñnancial statements. Lower overall
trading volumes during 2003 due to discontinuing proprietary trading activities also contributed to a
reduction in value-at-risk. There was a short-term increase in value-at-risk during February 2003 due to
volatility in the natural gas market. As a result and prior to exiting proprietary trading activities, we
realized a trading loss related to certain of our natural gas trading positions of approximately $80 million
pre-tax in the Ñrst quarter of 2003.

Credit Risk

Credit risk relates to the risk of loss resulting from non-performance of contractual obligations by a
counterparty. Credit risk is inherent in our commercial activities. See note 7(c) to our consolidated
Ñnancial statements for a discussion of our credit risk and policies.

The following table includes: trading and derivative assets, accounts receivable, after taking into
consideration netting within each contract and any master netting contracts with counterparties, as of
December 31, 2003:

Exposures Credit Exposure Number of Net Exposure of
Before Collateral Net of Counterparties Counterparties

Credit Rating Equivalent Collateral Held(1) Collateral H 10% H10%

(In millions)

Investment grade ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $310 $ Ì $310 Ì $ Ì

Non-investment grade ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35 9 26 Ì Ì

No external ratings(2):

Internally rated Ì Investment grade 78 Ì 78 Ì Ì

Internally rated Ì Non-investment
grade ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 208 Ì 208 1 113

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $631 $ 9 $622 1 $113

(1) Collateral consists of cash and standby letters of credit.

(2) For unrated counterparties, we perform credit analyses, considering contractual rights and restrictions, and credit support such as

parent company guarantees to create an internal credit rating.

Trading and derivative assets and accounts receivable are presented separately in our consolidated
balance sheets. The trading and derivative assets and accounts receivable are set-oÅ separately in our
consolidated balance sheets although in most cases contracts permit the set-oÅ of trading and derivative
assets and accounts receivable with a given counterparty. For the purpose of disclosing the credit risk, all
assets and liabilities with a given counterparty were set-oÅ if the counterparty has entered into a contract
with us that permits such set-oÅ.

The above table excludes amounts related to contracts classiÑed as ""normal'' in accordance with
SFAS No. 133 and non-derivative contractual commitments that are not recorded in our consolidated
balance sheets, except for any related accounts receivable. Such contractual commitments contain credit
risk and economic risk in the case of nonperformance by a counterparty. Nonperformance by
counterparties under these contractual commitments could have a material adverse impact on our future
results of operations, Ñnancial condition and cash Öows.

For information regarding credit risk related to one counterparty representing more than 10% of our
total credit exposure, see note 7(c) to our consolidated Ñnancial statements.

* * *
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RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying consolidated Ñnancial statements of Reliant Resources, Inc. and subsidiaries were
prepared by management, which is responsible for their integrity and objectivity. The statements were
prepared in accordance with accounting principles generally accepted in the United States of America and
include amounts that are based on management's best judgments and estimates.

Reliant Resources, Inc.'s system of internal controls is designed to provide reasonable assurance as to
the reliability of Ñnancial records and reporting and the protection of assets. The system of controls
provides for appropriate division of responsibility and the application of policies and procedures that are
consistent with applicable standards of accounting and administration. Internal controls are monitored
through recurring internal audit programs and are updated as our businesses and business conditions
change.

The Audit Committee, composed solely of outside directors, determines that management is fulÑlling
its Ñnancial responsibilities by meeting periodically with management, the independent auditors and
Reliant Resources, Inc.'s internal auditors, to review internal accounting control and assess the
eÅectiveness of our disclosure controls and procedures. The Audit Committee is responsible for appointing
the independent auditors and reviewing the scope of all audits and the accounting principles applied in our
Ñnancial reporting. Deloitte & Touche LLP has been engaged as independent auditors to audit the
accompanying consolidated Ñnancial statements and issue their report thereon, which appears on the
following page.

To ensure complete independence, our internal auditors and Deloitte & Touche LLP have full and
free access to meet with the Audit Committee, without management present, to discuss the results of their
audits, the quality of our Ñnancial reporting and the adequacy of our internal controls and disclosure
controls and procedures.

We believe that Reliant Resources, Inc.'s system of internal controls, combined with the activities of
the internal auditors and the Audit Committee, provides reasonable assurance of the integrity of our
Ñnancial reporting.

/s/ JOEL V. STAFF /s/ MARK M. JACOBS

Joel V. StaÅ Mark M. Jacobs
Chairman and Executive Vice President and

Chief Executive OÇcer Chief Financial OÇcer
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of
Reliant Resources, Inc. and Subsidiaries
Houston, Texas

We have audited the accompanying consolidated balance sheets of Reliant Resources, Inc. and
subsidiaries (the ""Company''), as of December 31, 2002 and 2003, and the related consolidated statements
of operations, stockholders' equity and comprehensive income (loss), and cash Öows for each of the three
years in the period ended December 31, 2003. Our audits also included the Ñnancial statement schedules
(Schedule I and Schedule II) listed in the Index at Item 15(a)(2). These Ñnancial statements and
Ñnancial statement schedules are the responsibility of the Company's management. Our responsibility is to
express an opinion on these Ñnancial statements and Ñnancial statement schedules based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by
management, as well as evaluating the overall Ñnancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such consolidated Ñnancial statements present fairly, in all material respects, the
Ñnancial position of the Company at December 31, 2002 and 2003, and the results of its operations and its
cash Öows for each of the three years in the period ended December 31, 2003, in conformity with
accounting principles generally accepted in the United States of America. Also, in our opinion, such
Ñnancial statement schedules, when considered in relation to the basic consolidated Ñnancial statements
taken as a whole, present fairly in all material respects the information set forth therein.

As discussed in notes 2, 6 and 7 to the consolidated Ñnancial statements, the Company changed its
accounting for asset retirement obligations, energy trading contracts, consolidation of variable interest
entities and its presentation of revenues and costs of sales associated with non-trading commodity
derivative activities in 2003; its method of presenting trading and marketing activities from a gross to a net
basis and its accounting for goodwill and other intangibles in 2002; and its accounting for derivative
contracts and hedging activities in 2001.

DELOITTE & TOUCHE LLP

Houston, Texas
March 5, 2004
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RELIANT RESOURCES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(Thousands of Dollars, except per share amounts)

Year Ended December 31,

2001 2002 2003

Revenues:
Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,498,795 $10,588,122 $11,049,323
Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 378,523 288,088 (49,004)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,877,318 10,876,210 11,000,319

Expenses:
Fuel and cost of gas soldÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,575,588 1,081,668 1,414,182
Purchased powerÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,498,320 7,420,659 7,031,063
Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 128,300 46,700
Operation and maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 460,559 784,989 864,542
General, administrative and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 471,664 630,035 552,803
Wholesale energy goodwill impairment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 985,000
Depreciation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 101,331 316,917 359,621
AmortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 68,700 50,858 58,942

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,176,162 10,413,426 11,312,853

Operating Income (Loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 701,156 462,784 (312,534)

Other Income (Expense):
Gains (losses) from investments, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,864 (23,100) 1,844
Income (loss) of equity investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,771 17,836 (1,652)
Loss on sale of receivables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (10,347) (37,613)
Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,171 16,324 9,298
Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (16,152) (266,962) (516,729)
Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,207 28,023 35,311
Interest income Ì aÇliated companies, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,481 4,754 Ì

Total other income (expense) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50,342 (233,472) (509,541)

Income (Loss) from Continuing Operations Before Income Taxes ÏÏÏÏÏÏÏ 751,498 229,312 (822,075)
Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 290,883 106,006 80,082

Income (Loss) from Continuing Operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 460,615 123,306 (902,157)

Income (loss) from discontinued operations before income taxes ÏÏÏÏÏÏÏ 83,184 (341,418) (310,047)
Income tax (beneÑt) expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (16,490) 108,100 105,858

Income (loss) from discontinued operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 99,674 (449,518) (415,905)

Income (Loss) Before Cumulative EÅect of Accounting Changes ÏÏÏÏÏÏÏÏ 560,289 (326,212) (1,318,062)
Cumulative eÅect of accounting changes, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,062 (233,600) (24,055)

Net Income (Loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 563,351 $ (559,812) $(1,342,117)

Basic Earnings (Loss) per Share:
Income (loss) from continuing operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.66 $ 0.43 $ (3.07)
Income (loss) from discontinued operations, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.36 (1.55) (1.42)

Income (loss) before cumulative eÅect of accounting changes ÏÏÏÏÏÏÏÏÏ 2.02 (1.12) (4.49)
Cumulative eÅect of accounting changes, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.01 (0.81) (0.08)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2.03 $ (1.93) $ (4.57)

Diluted Earnings (Loss) per Share:
Income (loss) from continuing operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.66 $ 0.42 $ (3.07)
Income (loss) from discontinued operations, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.36 (1.54) (1.42)

Income (loss) before cumulative eÅect of accounting changes ÏÏÏÏÏÏÏÏÏ 2.02 (1.12) (4.49)
Cumulative eÅect of accounting changes, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.01 (0.80) (0.08)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2.03 $ (1.92) $ (4.57)

See Notes to our Consolidated Financial Statements
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RELIANT RESOURCES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Thousands of Dollars)

December 31,

2002 2003

ASSETS
Current Assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,114,850 $ 146,524
Restricted cashÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 212,595 250,748
Accounts and notes receivable, principally customer, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,173,957 801,468
Notes receivable related to receivables facilityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 167,996 393,822
InventoryÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 274,666 268,701
Trading and derivative assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 666,840 493,046
Margin deposits on energy trading and hedging activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 312,641 77,271
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58,335 96,545
Prepayments and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 143,199 161,145
Current assets of discontinued operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 663,862 Ì

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,788,941 2,689,270

Property, Plant and Equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,991,379 8,526,784

Other Assets:
Goodwill, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,540,506 482,534
Other intangibles, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 736,689 719,469
Equity investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103,199 95,223
Trading and derivative assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 263,905 199,716
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,430 6,039
Prepaid lease ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 200,052 217,781
Restricted cashÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,000 36,916
OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 206,638 334,527
Long-term assets of discontinued operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,378,427 Ì

Total other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,439,846 2,092,205

Total AssetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17,220,166 $13,308,259

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Current portion of long-term debt and short-term borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 819,690 $ 430,685
Accounts payable, principally tradeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 755,267 516,843
Trading and derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 516,914 357,219
Margin deposits from customers on energy trading and hedging activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50,203 36,136
Retail customer depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51,750 57,279
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,394 2
Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 175,000
OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 310,279 425,245
Current liabilities of discontinued operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,087,808 Ì

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,610,305 1,998,409

Other Liabilities:
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 393,495 524,701
Trading and derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 260,437 216,399
Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 128,300 Ì
BeneÑt obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 113,015 133,664
OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 293,398 354,176
Long-term liabilities of discontinued operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 759,818 Ì

Total other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,948,463 1,228,940

Long-term DebtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,008,510 5,709,111

Commitments and Contingencies Stockholders' Equity:
Preferred stock; par value $0.001 per share (125,000,000 shares authorized; none outstanding)ÏÏÏÏÏÏÏ Ì Ì
Common stock; par value $0.001 per share (2,000,000,000 shares authorized; 299,804,000
issued) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61 61
Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,836,957 5,841,438
Treasury stock at cost, 9,198,766 and 5,212,017 shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (158,483) (89,769)
Retained earnings (deÑcit)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,539 (1,338,578)
Accumulated other comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (67,692) (41,353)
Accumulated other comprehensive income from discontinued operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38,506 Ì

Stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,652,888 4,371,799

Total Liabilities and Stockholders' Equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17,220,166 $13,308,259

See Notes to our Consolidated Financial Statements
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RELIANT RESOURCES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Thousands of Dollars)

Year Ended December 31,

2001 2002 2003
Cash Flows from Operating Activities:

Net income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 563,351 $ (559,812) $(1,342,117)
(Income) loss from discontinued operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (99,674) 449,518 415,905

Net income (loss) from continuing operations and cumulative eÅect of accounting changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 463,677 (110,294) (926,212)
Adjustments to reconcile net income (loss) to net cash (used in) provided by operating activities:

Cumulative eÅect of accounting changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,062) 233,600 24,055
Wholesale energy goodwill impairmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 985,000
Impairment of marketable equity securities and other investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 31,780 Ì
Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 170,031 367,775 418,563
Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,327 133,962 59,743
Net trading and derivative assets and liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (168,765) (7,839) 68,156
Net amortization of contractual rights and obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (3,306) (5,449)
Amortization of deferred Ñnancing costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 591 2,786 104,921
Undistributed earnings of unconsolidated subsidiariesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,388 (14,861) 1,652
Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 128,300 46,700
Curtailment and related beneÑt enhancement ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 99,523 Ì Ì
Accounting settlement for certain beneÑt plansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 47,356 4,661
Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,641) (21,157) (7,931)
Changes in other assets and liabilities:

Restricted cashÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (117,421) 281,755 (68,069)
Accounts and notes receivable and unbilled revenue, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 809,374 (135,980) 98,126
Notes receivable facility proceeds, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 95,000 23,000
Accounts receivable/payable Ì formerly aÇliated companies, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 94,237 26,721 Ì
InventoryÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (58,333) (73,582) 11,663
Collateral for electric generating equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (145,090) 136,013 Ì
Margin deposits on energy trading and hedging activities, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 167,374 (193,411) 221,303
Net non-trading derivative assets and liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (117,858) 86,462 (72,712)
Prepaid lease obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (180,531) (78,551) (17,727)
Other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109,314 (31,456) (20,599)
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (44,492) (28,833) (87,972)
Accounts payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,112,433) (239,026) (191,203)
Taxes payable/receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (40,330) (19,925) 55,778
Other current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,007 (3,537) 77,546
Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 49,958 (66,704) 39,207

Net cash provided by continuing operations from operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,845 543,048 842,200
Net cash (used in) provided by discontinued operations from operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (196,343) (23,335) 27,153

Net cash (used in) provided by operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (152,498) 519,713 869,353

Cash Flows from Investing Activities:
Capital expenditures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (727,788) (640,475) (587,021)
Business acquisition, net of cash acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (2,963,801) Ì
Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,844 (704) 7,560

Net cash used in continuing operations from investing activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (725,944) (3,604,980) (579,461)
Net cash (used in) provided by discontinued operations from investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (112,125) 118,802 1,621,352

Net cash (used in) provided by investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (838,069) (3,486,178) 1,041,891

Cash Flows from Financing Activities:
Proceeds from long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 13,537 1,612,120
Proceeds from issuance of stock, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,696,074 Ì Ì
Payments of long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9) (204,354) (2,165,219)
Increase (decrease) in short-term borrowings and revolving credit facilities, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 128,874 4,066,338 (1,425,140)
Change in notes with formerly aÇliated companies, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (731,894) 385,652 Ì
Purchase of treasury stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (189,460) Ì Ì
Proceeds from issuances of treasury stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 13,527 7,531
Contributions from CenterPointÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,441 Ì Ì
Payments of Ñnancing costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,330) (43,209) (183,865)
Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,096 (597) Ì

Net cash provided by (used in) continuing operations from Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 914,792 4,230,894 (2,154,573)
Net cash provided by (used in) discontinued operations from Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 84,748 (250,168) (734,068)

Net cash provided by (used in) Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 999,540 3,980,726 (2,888,641)

EÅect of Exchange Rate Changes on Cash and Cash Equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,752) 3,009 9,071

Net Change in Cash and Cash EquivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,221 1,017,270 (968,326)
Cash and Cash Equivalents at Beginning of PeriodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 94,359 97,580 1,114,850

Cash and Cash Equivalents at End of PeriodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 97,580 $ 1,114,850 $ 146,524

Supplemental Disclosure of Cash Flow Information:
Cash Payments:

Interest paid (net of amounts capitalized) for continuing operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 44,541 $ 258,339 $ 413,554
Income taxes paid (net of income tax refunds received) for continuing operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 243,740 10,027 (74,917)

See Notes to our Consolidated Financial Statements
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RELIANT RESOURCES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Background and Basis of Presentation

""Reliant Resources'' refers to Reliant Resources, Inc. and ""we,'' ""us'' and ""our'' refer to Reliant
Resources, Inc. and its consolidated subsidiaries, unless we specify or the context indicates otherwise.

Our business operations consist of two principal business segments:

‚ Retail energy Ì provides electricity and related services to retail customers primarily in Texas and
acquires and manages the electric energy, capacity and ancillary services associated with supplying
these retail customers; and

‚ Wholesale energy Ì provides electric energy, capacity and ancillary services in the competitive
segments of the United States' wholesale energy markets.

Our remaining operations include unallocated corporate functions and minor equity and other
investments.

Reliant Resources, Inc., a Delaware corporation, was incorporated in August 2000 with 1,000 shares
of common stock which were owned by Reliant Energy, Incorporated (Reliant Energy). Reliant Energy
adopted a business separation plan in response to the Texas Electric Choice Plan (Texas electric
restructuring law) adopted by the Texas legislature in June 1999. The Texas electric restructuring law
provided for retail electric competition beginning in January 2002. Under its business separation plan Ñled
with the Public Utility Commission of Texas (PUCT), Reliant Energy transferred substantially all of its
unregulated businesses to Reliant Resources in order to separate its regulated and unregulated operations.
In accordance with the plan, in May 2001, Reliant Resources oÅered 59.8 million shares of its common
stock to the public at an initial oÅering price of $30 per share (IPO) and received net proceeds from the
IPO of $1.7 billion.

CenterPoint Energy, Inc. was formed on August 31, 2002 as the successor to Reliant Energy. Unless
clearly indicated otherwise these references to ""CenterPoint'' mean CenterPoint Energy, Inc. on or after
August 31, 2002 and Reliant Energy prior to August 31, 2002. CenterPoint is a regulated energy services
and delivery company that owned the majority of Reliant Resources outstanding common stock prior to
September 30, 2002. On September 30, 2002, CenterPoint distributed all of the 240 million shares of our
common stock it owned to its common shareholders (Distribution). The Distribution completed the
separation of Reliant Resources and CenterPoint into two separate publicly held companies.

Basis of Presentation

The consolidated statements of operations include all revenues and costs directly attributable to us,
including costs for facilities and costs for functions and services performed by CenterPoint and directly
charged to us based on usage or other allocation factors prior to the Distribution. The results of operations
in these consolidated Ñnancial statements also include general corporate expenses allocated by CenterPoint
to us prior to the Distribution. All of the allocations in the consolidated Ñnancial statements are based on
assumptions that management believes are reasonable under the circumstances. However, these allocations
may not necessarily be indicative of the costs and expenses that would have resulted if we had operated as
a separate entity prior to the Distribution.

(2) Summary of SigniÑcant Accounting Policies

(a) ReclassiÑcations.

Some amounts from the previous years have been reclassiÑed to conform to the 2003 presentation of
Ñnancial statements. These reclassiÑcations do not aÅect earnings.

F-10



RELIANT RESOURCES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

(b) Use of Estimates and Market Risk and Uncertainties.

The preparation of Ñnancial statements in conformity with accounting principles generally accepted in
the United States of America (GAAP) requires management to make estimates and assumptions that
aÅect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the
date of the Ñnancial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could diÅer from those estimates. Our critical accounting estimates include:
(a) goodwill, (b) California net receivables, (c) property, plant and equipment, (d) depreciation expense,
(e) trading and derivative activities, (f) retail energy segment estimated revenues and energy supply costs,
(g) contingencies and (h) deferred tax assets valuation allowance and tax liabilities.

We are subject to the risk associated with price movements of energy commodities and the credit risk
associated with our commercial activities. For additional information regarding these risks, see notes 2(d)
and 7. We are subject to risks relating to the reliability of the systems, procedures and other infrastructure
necessary to operate our business. We are also subject to risks relating to changes in laws and regulations;
the outcome of pending lawsuits, governmental proceedings and investigations; the eÅects of competition;
liquidity concerns in our markets; changes in interest rates; the availability of adequate supplies of fuel and
transportation; weather conditions; Ñnancial market conditions and our access to capital; the creditworthi-
ness or Ñnancial distress of our counterparties; actions by rating agencies with respect to us or our
competitors; political, legal, regulatory and economic conditions and developments; the successful operation
of deregulating power markets and other items.

(c) Principles of Consolidation.

Our accounts and those of our wholly-owned and majority-owned subsidiaries are included in the
consolidated Ñnancial statements. All signiÑcant intercompany transactions and balances are eliminated in
consolidation.

We do not, or did not until the indicated date, consolidate the following interests:

‚ a receivables facility arrangement, which involves a qualiÑed special purpose entity (QSPE) formed
as a bankruptcy remote subsidiary in 2002, that we entered into with Ñnancial institutions that
purchase undivided interests in our accounts receivable from certain retail customers (see note 16);

‚ sale-leaseback transactions involving three power generating facilities entered into in 2000 (see
note 14(a));

‚ two equity investments (see below and note 8); and

‚ until January 1, 2003, arrangement to facilitate the development, Ñnancing, construction and leasing
of three power generation projects beginning in 2001 (see below and notes 9(a) and 14(b)).

We use the equity method of accounting for investments in entities in which we have an ownership
interest between 20% and 50% and exercise signiÑcant inÖuence primarily through representation on
management committees. For our equity method accounting investments, our representation on
management committees does not enable us to control the investments' management and operating
decisions. The allocation of proÑts and losses is based on our ownership interest. For additional information
regarding investments recorded using the equity method of accounting, see note 8. Other investments,
excluding marketable securities, are carried at cost. For these other investments, we do not exercise
signiÑcant inÖuence. For additional information regarding these investments, see note 2(o).

In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation
No. 46, ""Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51,'' (FIN No. 46).
The objective of FIN No. 46 is to achieve more consistent application of consolidation policies to variable

F-11



RELIANT RESOURCES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

interest entities and to improve comparability between enterprises engaged in similar activities. FIN
No. 46 states that an enterprise must consolidate a variable interest entity if the enterprise has a variable
interest that will absorb a majority of the entity's expected losses, receives a majority of the entity's
expected residual returns, or both. FIN No. 46 requires entities to either (a) record the eÅects
prospectively with a cumulative eÅect adjustment as of the date on which FIN No. 46 is Ñrst applied or
(b) restate previously issued Ñnancial statements for the years with a cumulative eÅect adjustment as of
the beginning of the Ñrst year being restated.

We adopted FIN No. 46 on January 1, 2003, as it relates to our variable interests in three power
generation projects that were being constructed by oÅ-balance sheet entities under construction agency
agreements, which pursuant to this guidance required consolidation upon adoption. Results for 2003
include the cumulative eÅect of accounting change of $1 million loss, net of tax. As of January 1, 2003,
these entities had property, plant and equipment of $1.3 billion, net other assets of $3 million and secured
debt obligations of $1.3 billion. These entities' Ñnancing agreements, the construction agency agreements
and the related guarantees were terminated as part of the reÑnancing in March 2003. For information
regarding the reÑnancing, see note 9(a).

In December 2003, the FASB released FASB Interpretation No. 46 (revised December 2003)
""Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51'' (FIN No. 46R), which
replaces FIN No. 46 and modiÑed certain criteria in determining which entities should be considered as
variable interest entities. We do not believe the application of FIN No. 46R will have a material impact to
our consolidated Ñnancial statements. The application of FIN No. 46R continues to evolve as the FASB
continues to address issues submitted for consideration. We will continue to assess our application of
clariÑed or revised guidance related to FIN No. 46R.

(d) Revenues and Accounting for Hedging and Trading Activities.

Power Generation Revenues. We record gross revenues for energy sales and services related to our
electric power generation facilities under the accrual method and these revenues generally are recognized
upon delivery. Electric power and other energy services are sold at market-based prices through existing
power exchanges or through third-party contracts. Energy sales and services related to our electric power
generation facilities not billed by month-end are accrued based upon estimated energy and services
delivered. See below for the discussion of the impact of implementation of Emerging Issues Task Force
(EITF) Issue No. 03-11, ""Reporting Realized Gains and Losses on Derivative Instruments That Are
Subject to FASB Statement No. 133 and Not ""Held for Trading Purposes'' As DeÑned in EITF Issue
No. 02-03'' (EITF No. 03-11).

Retail Energy Revenues. We record gross revenues for energy sales and services to residential, small
commercial and large commercial, industrial and institutional retail electric customers that have not
executed a contract under the accrual method and these revenues generally are recognized upon delivery.
Our electricity sales to large commercial, industrial and institutional customers under contracts executed
after October 25, 2002 are typically accounted for under the accrual method and these gross revenues are
generally recognized upon delivery.

Our electricity sales to large commercial, industrial and institutional customers under contracts
executed before October 25, 2002 were accounted for under the mark-to-market method of accounting
upon contract execution. See further discussion below of the impact of implementation of EITF Issue
No. 02-03, ""Issues Related to Accounting for Contracts Involved in Energy Trading and Risk
Management Activities,'' (EITF No. 02-03) rescinding EITF Issue No. 98-10, ""Accounting for Contracts
Involved in Energy Trading and Risk Management Activities,'' (EITF No. 98-10).

F-12



RELIANT RESOURCES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

The determination of retail energy sales is based on the reading of customer meters by the
transmission and distribution utilities. The transmission and distribution utilities in Texas send the
information to the Electric Reliability Council of Texas (ERCOT) Independent System Operator
(ERCOT ISO), which in turn sends the information to us. We may be limited in our ability to conÑrm
the accuracy of such information. This activity occurs on a systematic basis throughout the month. At the
end of each month, amounts of energy delivered to customers since the date of the last meter reading are
estimated and the corresponding unbilled revenue is estimated. Unbilled revenue is estimated each month
based on estimated  volumes for each customer class and derived from weather factors and analyses of
historical trends and experience. As of December 31, 2002 and 2003, our retail energy segment had
accrued unbilled revenues of $216 million and $290 million, respectively. As additional information
becomes available, we revise our estimated revenues related to prior periods and record the results in
subsequent periods. We believe that the estimates and assumptions utilized to recognize revenues are
reasonable and represent our best estimates. However, actual results can diÅer from those estimates.

Hedging Activities. EÅective January 1, 2001, we adopted Statement of Financial Accounting
Standards (SFAS) No. 133, ""Accounting for Derivative Instruments and Hedging Activities,'' as amended
(SFAS No. 133), which establishes accounting and reporting standards for derivative instruments.
Adoption of SFAS No. 133 on January 1, 2001 resulted in an after-tax increase in net income of
$3 million and a cumulative after-tax increase in accumulated other comprehensive loss of $439 million.
During 2001, $230 million of the initial after-tax transition adjustment recorded in accumulated other
comprehensive loss was recognized in net income.

If certain conditions are met, we may designate a derivative instrument as hedging (a) the exposure
to variability in expected future cash Öows (cash Öow hedge), (b) the exposure to changes in the fair
value of an asset or liability (fair value hedge) or (c) the foreign currency exposure of a net investment in
a foreign operation. This statement requires that a derivative be recognized at fair value in the balance
sheet whether or not it is designated as a hedge. Derivative commodity contracts for the physical delivery
of purchase and sale quantities transacted in the normal course of business are designated as normal
purchases and sales exceptions and are not reÖected in our consolidated balance sheets at fair value. For a
derivative that is designated as a cash Öow hedge, and depending on its eÅectiveness, changes in fair value
are deferred as a component of accumulated other comprehensive income (loss), net of applicable taxes.

We designate our derivatives utilized in non-trading activities as cash Öow hedges only if there is a
high correlation between price movements in the derivative and the item designated as being hedged. This
correlation is measured both at the inception of the hedge and on an ongoing basis, with an acceptable
level of correlation of at least 80% to 125% for hedge designation. The gains and losses related to
derivative instruments designated as cash Öow hedges are deferred in accumulated other comprehensive
income (loss), net of tax, to the extent the contracts are eÅective as hedges, and then are recognized in
our results of operations in the same period as the settlement of the underlying hedged transactions. Once
the anticipated transaction occurs, the accumulated deferred gain or loss recognized in accumulated other
comprehensive income (loss) is reclassiÑed and included in our consolidated statements of operations
(a) prior to October 1, 2003, under the captions (i) fuel expenses, in the case of hedging activities related
to physical natural gas purchases, (ii) purchased power, in the case of hedging activities related to physical
power purchases, (iii) revenues, in the case of hedging activities related to physical power and natural gas
sales transactions and Ñnancial transactions and (iv) interest expense, in the case of interest rate hedging
activities and (b) eÅective October 1, 2003, under the captions (i) fuel expenses, in case of hedging
activities related to physical natural gas purchases and physical natural gas sales transactions that do not
physically Öow, (ii) purchased power, in the case of hedging activities related to physical power purchases
that do physically Öow, (iii) revenues, in the case of hedging activities related to Ñnancial transactions,
physical power sales transactions, physical power purchases that do not physically Öow and natural gas
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sales transactions that do physically Öow and (iv) interest expense, in the case of interest rate hedging
activities.

For a derivative not designated as a hedge, changes in fair value are recorded as unrealized gains or
losses in our results of operations. The impact of our derivative instruments hedging foreign currency
exposures are reported in discontinued operations in our consolidated Ñnancial statements. If and when
correlation ceases to exist at an acceptable level, hedge accounting ceases and changes in fair value are
recognized currently in our results of operations. If it becomes probable that a forecasted transaction will
not occur, we immediately recognize the respective deferred gains or losses in our results of operations.
The associated hedging instrument is then marked to market through our results of operations for the
remainder of the contract term unless a new hedging relationship is redesignated. Prior to October 1, 2003,
revenues, fuel and cost of gas sold, and purchased power related to sale and purchase contracts designated
as hedges were generally recorded on a gross basis in the delivery period. In July 2003, the EITF issued
EITF No. 03-11, which stated that realized gains and losses on derivative contracts not ""held for trading
purposes'' should be reported either on a net or gross basis based on the relevant facts and circumstances.
ReclassiÑcation of prior year amounts is not required. On October 1, 2003, we began reporting
prospectively the settlement of sales and purchases of fuel and purchased power related to our non-trading
commodity derivative activities that were not physically delivered on a net basis in our consolidated
statement of operations based on the item hedged. This change resulted in decreased revenues and a
corresponding decrease in fuel and cost of gas sold and purchased power of $834 million for the fourth
quarter of 2003. We believe the application of EITF No. 03-11 will continue to result in a signiÑcant
amount of our non-trading commodity derivative activities being reported on a net basis prospectively that
were previously reported on a gross basis. EITF No. 03-11 has no impact on margins or net income.
Comparative Ñnancial statements for prior periods have not been reclassiÑed to conform to this
presentation, as it is not required. In addition, it is not practicable for us to determine sales and purchases
of fuel and purchased power in 2001, 2002 and the nine months ended September 30, 2003 that would
have been shown net if EITF No. 03-11 had been applied to our results of operations historically.

In April 2003, the FASB issued SFAS No. 149 ""Amendment of Statement 133 on Derivative
Instruments and Hedging Activities'' (SFAS No. 149). SFAS No. 149 clariÑes when a contract with an
initial net investment meets the characteristics of a derivative and when a derivative contains a Ñnancing
component. SFAS No. 149 also amends certain existing pronouncements, which will result in more
consistent reporting of contracts as either derivative or hybrid instruments. SFAS No. 149 is eÅective for
contracts entered into or modiÑed after June 30, 2003 and for hedging relationships designated after
June 30, 2003 and should be applied prospectively. The implementation of SFAS No. 149 did not have a
material impact on our consolidated Ñnancial statements.

For additional discussion of derivative and hedging activities, see note 7.

Trading Activities. In March 2003, we discontinued our proprietary trading business. Trading
positions taken prior to our decision to exit this business are managed solely for purposes of closing them
on economical terms. See note 7(b) for discussion of the types of activities that were classiÑed as trading
activities in our historical results of operations.

In 2002, the EITF reached a consensus that all mark-to-market gains and losses on energy trading
contracts should be shown net in the statement of operations whether or not settled physically. Beginning
in the quarter ended September 30, 2002, we report all energy trading activities on a net basis in the
consolidated statements of operations. Comparative Ñnancial statements for prior periods were reclassiÑed
to conform to this presentation.

Furthermore, in 2002, the EITF reached a consensus to rescind EITF No. 98-10. All contracts that
would have been accounted for under EITF No. 98-10, and that do not fall within the scope of
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SFAS No. 133, may no longer be marked-to-market through earnings, eÅective October 25, 2002. In
addition, mark-to-market accounting is no longer applied to inventories used in our trading activities. This
transition was eÅective for us (a) on January 1, 2003 for contracts executed prior to October 25, 2002 and
(b) on October 25, 2002 for contracts executed on or after that date. We recorded a cumulative eÅect of a
change in accounting principle of $42 million loss, net of tax of $22 million, or $0.14 per share, eÅective
January 1, 2003, related to EITF No. 02-03. The cumulative eÅect reÖects the fair value, as of January 1,
2003, of contracts executed prior to October 25, 2002 that had been marked to market under EITF
No. 98-10 that did not meet the deÑnition of a derivative under SFAS No. 133.

Our historical legacy energy trading activities and certain power origination activities are accounted
for under the mark-to-market method of accounting. Under the mark-to-market method of accounting, 
net changes in the fair value of derivative instruments are recognized in our consolidated statements of
operations as revenues in the period of change. The recognized, unrealized balances are recorded at fair
value in trading and derivative assets/liabilities in the consolidated balance sheets. Trading revenues
related to the sale of natural gas, electric power and other energy related commodities are recorded on a
net basis, as discussed above.

Prior to 2003, our electricity sales to large commercial, industrial and institutional customers under
executed contracts (and the related energy supply contracts) for contracts executed prior to October 25,
2002 were accounted for under the mark-to-market method of accounting pursuant to EITF No. 98-10.
Accordingly, these contractual commitments were recorded at fair value in revenues on a net basis upon
contract execution. As of December 31, 2002, the recognized, unrealized balances were recorded at fair
value in trading and derivative assets/liabilities in the consolidated balance sheet. Beginning in January
2003, we began applying the normal purchase and sale exception of SFAS No. 133 to a substantial portion
of our retail large commercial, industrial and institutional sales contracts and the related energy supply
agreements and began utilizing accrual accounting. The related revenues and energy supply costs are
recorded on a gross basis in our results of operations. The results of operations related to our electricity
sales to large commercial, industrial and institutional customers for contracts executed prior to October 25,
2002 are not comparable between 2001, 2002 and 2003 because of this change. During 2001 and 2002, we
recognized $73 million and $(6) million, respectively, of unrealized net gains (losses) related to our
electricity sales to large commercial, industrial and institutional customers and the related energy supply
contracts. During 2003, volumes were delivered under electricity sales to large commercial, industrial and
institutional customers under executed contracts and the related energy supply contracts for which
$66 million was previously recognized as unrealized earnings. As of December 31, 2003, we have
unrealized gains that have been previously recorded in our results of operations of $27 million that will be
realized upon delivery of the electricity ($21 million in 2004 and $6 million in 2005). These unrealized
gains are recorded in trading and derivative assets/liabilities in our consolidated balance sheet as of
December 31, 2003 and the related contracts are accounted for as cash Öow hedges or normal purchases
and sales contracts under SFAS No. 133.

During 2001 and 2002, we recorded $119 million and $57 million, respectively, of fair value at the
contract inception related to trading activities, including our electricity sales to large commercial, industrial
and institutional customers and the related energy supply contracts. Inception gains recorded were
evidenced by quoted market prices and other current market transactions for energy trading contracts with
similar terms and counterparties.

For additional discussion regarding trading revenue recognition and the related estimates and
assumptions that can aÅect reported amounts of such revenues, see note 7.

ClassiÑcation of Economic Hedges. EÅective January 1, 2003, we changed our classiÑcation of
certain derivative activities that historically were classiÑed as trading activities to non-trading activities.
These transactions do not meet the requirements for hedge accounting treatment under SFAS No. 133;
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however, such transactions were entered into to economically hedge commodity risk associated with our
wholesale energy power generation operations. As of January 1, 2003, the amounts of non-trading
derivative assets and liabilities previously classiÑed as trading assets and liabilities were $52 million and
$44 million, respectively. Corresponding amounts for these activities have not been reclassiÑed for periods
prior to January 1, 2003 as prior period amounts were not material to our consolidated Ñnancial
statements.

Set-oÅ of Trading and Derivative Assets and Liabilities. Where trading and derivative instruments
are subject to a master netting agreement and the criteria of FASB Interpretation No. 39, ""OÅsetting of
Amounts Related to Certain Contracts,'' are met, we present our trading and derivative assets and
liabilities on a net basis in our consolidated balance sheets. Trading and derivative assets/liabilities and
accounts receivable/payable are presented separately in our consolidated balance sheets. The trading and
derivative assets/liabilities and accounts receivable/payable are set-oÅ separately in our consolidated
balance sheets although in certain cases contracts permit the set-oÅ of trading and derivative
assets/liabilities and accounts receivable/payable with a given counterparty.

(e) General, Administrative and Development Expenses.

The general and administrative expenses in the consolidated statements of operations include
(a) employee-related costs of the trading and risk management services activities, (b) certain contractor
costs, (c) advertising, (d) bad debt expense, (e) marketing and market research, (f) corporate and
administrative services (including management services, Ñnancial and accounting, cash management and
treasury support, legal, information technology system support, oÇce management and human resources)
and (g) certain beneÑt costs. Some of these expenses were allocated from CenterPoint prior to the
Distribution as further discussed in notes 1 and 3.

(f) Property, Plant and Equipment and Depreciation Expense.

We record property, plant and equipment at historical cost. We recognize repair and maintenance
costs incurred in connection with planned major maintenance, such as turbine and generator overhauls,
under the ""accrue-in-advance'' method for our power generation operations acquired or developed prior to
December 31, 1999. Planned major maintenance cycles primarily range from two to 12 years. Under the
accrue-in-advance method, we estimate the costs of planned major maintenance and accrue the related
expense over the maintenance cycle. As of December 31, 2002 and 2003, our major maintenance reserve
was $7 million and $10 million, respectively, of which $1 million and $0, respectively, were included in
other current liabilities. We expense all other repair and maintenance costs as incurred. For power
generation operations acquired or developed subsequent to January 1, 2000, we expense all repair and
maintenance costs as incurred, including planned major maintenance. Depreciation is computed using
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the straight-line method based on estimated useful lives. Property, plant and equipment includes the
following:

December 31,Estimated Useful
Lives (Years) 2002 2003

(In millions)

Electric generation facilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10 Ó 50 $5,676 $6,760

Building and building improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 Ó 30 20 42

Land improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 Ó 50 481 513

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 Ó 10 381 430

Land ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 203 205

Assets under construction ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 652 1,301

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,413 9,251

Accumulated depreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (422) (724)

Property, plant and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,991 $8,527

We periodically evaluate property, plant and equipment for impairment when events or changes in
circumstances indicate that the carrying value of these assets may not be recoverable. The determination
of whether an impairment has occurred is based on an estimate of undiscounted cash Öows attributable to
the assets, as compared to the carrying value of the assets. A resulting impairment loss is highly dependent
on the underlying assumptions. During 2001, we determined equipment associated with our communica-
tions business was impaired and accordingly recognized $22 million of equipment impairments (see
note 17). During 2002, we determined that steam and combustion turbines and two heat recovery steam
generators purchased in September 2002 were impaired and accordingly recognized a $37 million
impairment loss (see note 14(c)). During 2002, we also recognized $15 million in depreciation expense for
the early retirement of power generation units at the Warren facility. During 2003, we recorded the
following in depreciation expense: $14 million for the early retirement of certain power generation units
and $7 million related to the write-down of an oÇce building to its fair value less costs to sell. As of
December 31, 2002 and 2003, we performed impairment analyses of certain of our wholesale energy
segment's property, plant and equipment. In addition, in November 2002 and July 2003, we performed
impairment analyses of all of our wholesale energy segment's property, plant and equipment as we believed
events had indicated that these assets may not be recoverable. Based on these analyses, we recorded no
impairments.

Over the past few years, margins on the sales of electricity in our industry have decreased
substantially. If our wholesale energy market outlook changes negatively, we could have impairments of
property, plant and equipment in future periods. In addition, our ongoing evaluation of our wholesale
energy business could result in decisions to mothball, retire or dispose of additional generation assets, any
of which could result in additional impairment charges.

See note 15(c) for discussion of our Liberty Electric PA, LLC (Liberty) generating station.

(g) Goodwill and Amortization Expense.

We record goodwill for the excess of the purchase price over the fair value assigned to the net assets
of an acquisition. Through 2001, we amortized goodwill on a straight-line basis over 15 to 40 years.
Pursuant to our adoption of SFAS No. 142, ""Goodwill and Other Intangible Assets'' (SFAS No. 142) on
January 1, 2002, we discontinued amortizing goodwill. See note 6 for a discussion regarding our adoption
of SFAS No. 142. Goodwill amortization expense was $25 million for 2001, including a $19 million
impairment related to the communications business (see note 17). Amortization expense for other
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intangibles, excluding contractual rights and obligations, was $44 million, $51 million and $59 million for
2001, 2002 and 2003, respectively. See also note 6.

We periodically evaluate goodwill and other intangibles when events or changes in circumstances
indicate that the carrying value of these assets may not be recoverable. In 2001, the determination of
whether an impairment had occurred was based on an estimate of undiscounted cash Öows attributable to
the assets, as compared to the carrying value of the assets. During 2001, we determined goodwill
associated with our communications business was impaired and accordingly recognized $19 million of
goodwill impairments. EÅective January 1, 2002, goodwill and other intangibles are evaluated for
impairment in accordance with SFAS No. 142 (see note 6). In 2002, we recognized an impairment charge
of $234 million (pre-tax and after-tax) relating to our European energy segment goodwill in connection
with the adoption of SFAS No. 142. Due to the disposition of our Desert Basin plant operations, we tested
our wholesale energy segment's goodwill for impairment eÅective July 2003. In connection with this
analysis, we recognized an impairment of $985 million (pre-tax and after-tax) relating to our wholesale
energy reporting unit. For further discussion of goodwill and other intangible asset impairment analyses in
2002 and 2003, see note 6.

(h) Stock-based Compensation Plans.

We apply the intrinsic value method of accounting for employee stock-based compensation plans in
accordance with Accounting Principles Board Opinion No. 25, ""Accounting for Stock Issued to
Employees'' (APB No. 25). Under the intrinsic value method, no compensation expense is recorded when
options are issued with an exercise price equal to or greater than the market price of the underlying stock
on the date of grant. Since our stock options to employees have all been granted with the exercise price
equal to market value at date of grant, no compensation expense has been recognized under APB No. 25.
We comply with the disclosure requirements of SFAS No. 123, ""Accounting for Stock-Based
Compensation'' (SFAS No. 123) and SFAS No. 148, ""Accounting for Stock-Based Compensation Ì
Transition and Disclosure, an amendment to SFAS No. 123'' (SFAS No. 148) and disclose the pro forma
eÅect on net income (loss) and per share amounts as if the fair value method of accounting had been
applied to all stock awards. The FASB has announced that it plans to require all companies to expense the
fair value of employee stock options in 2005. The FASB is still evaluating ""fair value'' valuation models
and other items.

If compensation costs had been determined as prescribed by SFAS No. 123, our net income (loss)
and per share amounts would have approximated the following pro forma results for 2001, 2002 and 2003,
which take into account the amortization of stock-based compensation, including performance shares,
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purchases under the employee stock purchase plan and stock options, to expense on a straight-line basis
over the vesting periods:

Year Ended December 31,

2001 2002 2003

(In millions, except per share
amounts)

Net income (loss), as reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 563 $ (560) $(1,342)

Add: Stock-based employee compensation expense included in
reported net income/loss, net of related tax eÅects ÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 2 7

Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards, net of
related tax eÅects ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (34) (38) (42)

Pro forma net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 534 $ (596) $(1,377)

Earnings (loss) per share:

Basic, as reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2.03 $(1.93) $ (4.57)

Basic, pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1.93 $(2.05) $ (4.69)

Diluted, as reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2.03 $(1.92) $ (4.57)

Diluted, pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1.93 $(2.04) $ (4.69)

For further information regarding our stock-based compensation plans, see note 12(a).

(i) Capitalization of Interest Expense.

Interest expense is capitalized as a component of major projects under construction and is amortized
over the estimated useful lives of the assets. During 2001, 2002 and 2003, we capitalized interest of
$59 million, $27 million and $84 million, respectively.

(j) Income Taxes.

We use the asset and liability method of accounting for deferred income taxes and measure deferred
income taxes for all signiÑcant income tax temporary diÅerences. For additional information regarding
income taxes, see note 13.

Prior to October 1, 2002, we were included in the consolidated federal income tax returns of
CenterPoint and we calculated our income tax provision on a separate return basis under a tax sharing
agreement with CenterPoint. Pursuant to agreements with CenterPoint, we were owed amounts related to
certain loss carryovers, income inclusions from foreign aÇliates, net income tax receivables/payables
relating to our operations prior to the Distribution and other tax liabilities. Prior to October 1, 2002,
current federal and some state income taxes were payable to or receivable from CenterPoint. Subsequent
to the Distribution, we Ñle a separate federal tax return. See note 13 for further discussion.

(k) Cash.

We record as cash and cash equivalents all highly liquid short-term investments with original
maturities or remaining maturities at date of purchase of three months or less.
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(l) Restricted Cash.

Restricted cash primarily includes cash at certain subsidiaries, the distribution or transfer of which to
Reliant Resources or our other subsidiaries, is restricted by Ñnancing and other agreements, but is
available to the applicable subsidiary to use to satisfy certain of its obligations. For a discussion of our
various Ñnancing agreements, see note 9. The following table details our current and long-term restricted
cash by reporting segment and entity:

December 31,

2002 2003

(In millions)

Other Operations Segment:

Reliant Resources ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7(1) $ 7(1)

Wholesale Energy Segment:

Orion Power Holdings, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 23(2)

Orion Power MidWest, L.P. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 72(2) 64(2)

Orion Power New York, L.P. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 73(2) 119(2)

Orion Power Capital, LLC ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27(2) Ì(2)

Liberty Electric PA, LLCÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28(2) 15(2)

Reliant Energy Mid-Atlantic Power Holdings, LLCÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 42(3)

Reliant Energy Channelview, L.P. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13(4) 18(4)

Total current and long-term restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $220 $288

(1) This restricted cash is pledged to secure the payment and performance related to the issuance of certain surety bonds.

(2) The credit facilities and other debt agreements of Orion Power Holdings, Inc. and certain of its subsidiaries contain various

covenants that include, among others, restrictions on the payment of dividends to Orion Power Holdings, Inc. and/or us unless

certain conditions are satisÑed.

(3) See notes 9(a) and 14(a).

(4) The credit agreement of our subsidiary that owns an electric power generation facility in Channelview, Texas, contains restrictive

covenants that restrict Reliant Energy Channelview, L.P.'s (Channelview) ability to, among other things, make dividend

distributions unless Channelview satisÑes various conditions.

(m) Allowance for Doubtful Accounts.

Accounts and notes receivable, principally from customers, in the consolidated balance sheets are net
of an allowance for doubtful accounts of $68 million and $74 million at December 31, 2002 and 2003,
respectively. The net provision for doubtful accounts in the consolidated statements of operations for 2001,
2002 and 2003 was $38 million, $21 million and $79 million, respectively. These amounts include items
written oÅ during the years related to refunds for energy sales in California (see note 15(b)) and related
to Enron Corp. and its aÇliates (Enron) (see note 15(a)). We accrue a provision for doubtful accounts
based upon estimated percentages of uncollectible power generation and retail energy revenues. We
determine these percentages from counterparty credit ratings, historical collections, accounts receivable
aging analyses and other factors. We review the provision and estimated percentages periodically and
adjust them as appropriate. We write-oÅ accounts receivable balances against the allowance for doubtful
accounts when we deem the receivable to be uncollectible.

(n) Inventory.

Inventory consists of materials and supplies, including spare parts, coal, natural gas and heating oil.
Inventories used in the production of electricity are valued at the lower of average cost or market. Heating
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oil and natural gas used in the trading activities were accounted for under mark-to-market accounting
through 2002, as discussed in note 2(d). Beginning January 1, 2003, this inventory is no longer marked to
market in accordance with EITF No. 02-03 and is now valued at the lower of average cost or market.
Below is a detail of inventory:

December 31,

2002 2003

(In millions)

Materials and suppliesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $112 $142

Coal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42 34

Natural gas ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 78 42

Heating oil ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43 51

Total inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $275 $269

(o) Investments.

As of December 31, 2002 and 2003, we have other non-marketable investments of $39 million and
$32 million, respectively, in which we have ownership interests of less than 20% and do not exercise
signiÑcant inÖuence, which are carried at cost and are included in other long-term assets in our
consolidated balance sheets. During 2002, we incurred a pre-tax impairment loss of $32 million
($30 million after-tax) related to certain of these investments in connection with reduced cash Öow
expectations for these investments, management's decision to minimize further Ñnancial support and
management's intent to sell certain investments in the near-term below our cost basis.

(p) Environmental Costs.

We expense or capitalize environmental expenditures, as appropriate, depending on their future
economic beneÑt. We expense amounts that relate to an existing condition caused by past operations and
that do not have future economic beneÑt. We record liabilities related to expected future costs related to
environmental assessments and/or remediation activities when they are probable and the costs can be
reasonably estimated. See note 15(a) for further discussion.

(q) Asset Retirement Obligations.

On January 1, 2003, we adopted SFAS No. 143, ""Accounting for Asset Retirement Obligations''
(SFAS No. 143). SFAS No. 143 requires the fair value of a liability for an asset retirement legal
obligation to be recognized in the period in which it is incurred. When the liability is initially recorded,
associated costs are capitalized by increasing the carrying amount of the related long-lived asset. Over
time, the liability is accreted to its present value each period, and the capitalized cost is depreciated over
the useful life of the related asset. Prior to the adoption of SFAS No. 143, we recorded asset retirement
obligations in connection with certain business combinations. These obligations were recorded at their
present values on the dates of acquisition. Our asset retirement obligations primarily related to the required
future dismantling of power plants and auxiliary equipment at our European energy operations, which have
subsequently been sold and future dismantlement of power plants on leased property and environmental
obligations related to ash disposal site closures.

The impact of the adoption of SFAS No. 143 resulted in a gain of $19 million, net of tax of
$10 million, or $0.06 per share, as a cumulative eÅect of an accounting change in our consolidated
statement of operations for 2003. Included in the gain is $16 million, net of tax of $7 million, related to
our European energy operations, which are now reported as discontinued operations and have subsequently
been sold. The impact of the adoption of SFAS No. 143 for our continuing operations resulted in a
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January 1, 2003 cumulative eÅect of an accounting change to record (a) a $6 million increase in the
carrying values of property, plant and equipment, (b) a $1 million increase in accumulated depreciation of
property, plant and equipment, (c) a $1 million decrease in asset retirement obligations and (d) a
$3 million increase in deferred income tax liabilities.

If we had adopted SFAS No. 143 on January 1, 2001, the impact would have been immaterial to our
consolidated income from continuing operations and net income (loss) for both 2001 and 2002.

The following table presents the detail of our asset retirement obligations for continuing operations,
which are included in other long-term liabilities in our consolidated balance sheet (in millions):

Balance at January 1, 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $11

Accretion expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1

PaymentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4)

Balance at December 31, 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8

(r) Deferred Financing Costs.

Deferred Ñnancing costs are costs incurred in connection with obtaining Ñnancings. These costs are
deferred and amortized, using the eÅective interest method, over the life of the related debt. From
October 1, 2002 through December 31, 2003, we had incurred approximately $243 million in Ñnancing
costs (which includes the net present value of $15 million to be paid in March 2007) related to our 2003
reÑnancing and June and July 2003 debt issuances. We capitalized $207 million and directly expensed
$36 million (of which $12 million was expensed in the fourth quarter of 2002 and $24 million was
expensed in the Ñrst quarter of 2003, respectively) in fees and other costs related to these Ñnancings.
During 2001, 2002 and 2003, we amortized $1 million, $3 million and $105 million of deferred Ñnancing
costs to interest expense. Included in our results for 2003 was the write-oÅ of $55 million of previously
deferred Ñnancing costs related to the March 2003 reÑnancing in connection with the prepayment of senior
secured term loans and the cancellation of our senior priority facility in 2003. As of December 31, 2002
and 2003, we had $68 million and $192 million, respectively, of net deferred Ñnancing costs classiÑed in
other long-term assets in our consolidated balance sheets. See note 9 for discussion of our various
Ñnancing agreements.

(s) Foreign Currency Adjustments.

Local currencies are the functional currency of our foreign operations. Foreign subsidiaries' assets and
liabilities have been translated into U.S. dollars using the exchange rate at the balance sheet date.
Revenues, expenses, gains and losses have been translated using the weighted average exchange rate for
each month prevailing during the periods reported. Cumulative adjustments resulting from translation have
been recorded as a component of accumulated other comprehensive loss in stockholders' equity.

(t) Guarantees and IndemniÑcations.

In November 2002, the FASB issued FASB Interpretation No. 45, ""Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Direct Guarantees of Indebtedness of Others,'' (FIN
No. 45) which increases the disclosure requirements for a guarantor in its interim and annual Ñnancial
statements about its obligations under certain guarantees that it has issued. It also requires a guarantor to
recognize, at the inception of a guarantee issued after December 31, 2002, a liability for the fair value of
the obligation undertaken in issuing the guarantee, including its ongoing obligation to stand ready to
perform over the term of the guarantee in the event that speciÑed triggering events or conditions occur.
We adopted the reporting requirements of FIN No. 45 on January 1, 2003. The adoption of FIN No. 45
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had no impact to our historical Ñnancial statements, as existing guarantees are not subject to the
measurement provisions. The adoption of FIN No. 45 did not have a material impact on our consolidated
Ñnancial position or results of operations as of and for the year ended December 31, 2003 as the fair value
of guarantees issued after December 31, 2002 was nominal on the date on which the guarantee was issued.
See note 14(e).

(u) Disclosures About Pensions and Other Postretirement BeneÑts.

In December 2003, the FASB issued a revision to SFAS No. 132, ""Employers' Disclosures About
Pensions and Other Postretirement BeneÑts Ì An Amendment of FASB Statements No. 87, 88 and 106''
(SFAS No. 132 (Revised 2003)). This statement revises employers' disclosures about pension plans and
other postretirement beneÑt plans. This statement retains the disclosure requirements contained in
SFAS No. 132, ""Employers' Disclosures about Pensions and Other Postretirement BeneÑts''
(SFAS No. 132), which it replaces. It requires additional disclosures to those in the original
SFAS No. 132 about the assets, obligations, cash Öows and net periodic beneÑt cost of deÑned beneÑt
pension plans and other deÑned beneÑt postretirement plans. We have adopted these additional disclosures.
See note 12(b).

(v) New Accounting Pronouncements.

As of February 20, 2004, no standard setting body or authoritative body has established new
accounting pronouncements or changes to existing accounting pronouncements that would have a material
impact to our results of operations, Ñnancial position or cash Öows, for which we have not already adopted
and/or disclosed elsewhere in these notes.

(3) Historical Related Party Transactions

Prior to the Distribution, CenterPoint was a related party. Transactions with CenterPoint subsequent
to the Distribution are not reported as aÇliated transactions. We had, or continue to have (as indicated)
the following agreements/transactions with CenterPoint:

Indemnities and Releases. We have agreements with CenterPoint providing for mutual indemnities
and releases with respect to our respective businesses and operations, corporate governance matters, the
responsibility for employee compensation and beneÑts, and the allocation of tax liabilities. The agreements
also require us to indemnify CenterPoint for any untrue statement of a material fact, or omission of a
material fact necessary to make any statement not misleading, in the registration statement or prospectus
that we Ñled with the Securities and Exchange Commission (SEC) in connection with our IPO. We have
also guaranteed, in the event CenterPoint becomes insolvent, certain non-qualiÑed beneÑts of CenterPoint's
and its subsidiaries' existing retirees at the date of Distribution totaling approximately $57 million as of
December 31, 2003.

Corporate Support Services. CenterPoint agreed to provide us various corporate support services,
information technology services and other previously shared services such as corporate security, facilities
management, accounts receivable, accounts payable and payroll, oÇce support services and purchasing and
logistics services. Certain of these arrangements will continue until December 31, 2004; however, we have
the right to terminate categories of services at an earlier date. The charges we pay to CenterPoint for these
services allow CenterPoint to recover its fully allocated costs, plus out-of-pocket costs and expenses. The
costs of services have been directly charged or allocated to us using methods that management believes are
reasonable. These methods include negotiated usage rates, dedicated asset assignment, and proportionate
corporate formulas based on assets, operating expenses and employees. These charges and allocations are
not necessarily indicative of what would have been incurred had we been an unaÇliated entity. Amounts
charged and allocated to us for these services for 2001 and the nine months ended September 30, 2002,
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were $9 million and $15 million, respectively, and are included primarily in operation and maintenance
expenses and general and administrative expenses. Net interest income related to various net receivables
representing transactions between us and CenterPoint was $12 million and $5 million during 2001 and the
nine months ended September 30, 2002, respectively.

Leases. We leased oÇce space in CenterPoint's corporate headquarters and continue to lease oÇce
space in various CenterPoint facilities in Houston, Texas, including a data center. Our lease at
CenterPoint's corporate headquarters expired in January 2004, except with respect to an insigniÑcant
amount of space used primarily for information technology operations. We also have various agreements
with CenterPoint relating to ongoing commercial arrangements, including the leasing of optical Ñber and
related maintenance activities, gas purchasing and agency matters and subcontracting energy services under
existing contracts. During 2001 and the nine months ended September 30, 2002, we incurred $16 million
and $24 million, respectively, of rent expense to CenterPoint.

Purchases and Sales of Energy Commodities, Transportation and Related Services. In 2002, we
purchased natural gas, natural gas transportation services, electric generation energy and capacity, and
electric transmission services from, supplied natural gas to, and provided marketing and risk management
services to CenterPoint. Purchases of electric generation energy and capacity and electric transmission
services from CenterPoint were $1.5 billion for the nine months ended September 30, 2002. During 2001
and the nine months ended September 30, 2002, the net purchases and sales and services from/to
CenterPoint and its subsidiaries related to our trading operations totaled $469 million and $161 million,
respectively. In addition, during 2001 and the nine months ended September 30, 2002, other sales and
services to CenterPoint and its subsidiaries totaled $56 million and $15 million, respectively.

Equity Contributions. During 2001, 2002 and 2003, CenterPoint made equity contributions to us of
$1.8 billion, $53 million and $45 million, respectively. The contributions in 2001 primarily related to the
conversion into equity of debt owed to CenterPoint and some related interest expense totaling $1.7 billion
and the contribution of net beneÑt assets and liabilities, net of deferred income taxes. The contributions in
2002 primarily related to beneÑt obligations, net of deferred income taxes. The contributions in 2003
primarily related to the non-cash conversion to equity of accounts payable to CenterPoint.

Services Provided to CenterPoint. Through 2001, we provided billing, customer service, credit and
collection and remittance services to certain of CenterPoint's regulated utilities. The charges CenterPoint
paid us for these services allowed us to recover our fully allocated costs of providing the services, plus
out-of-pocket costs and expenses.

(4) Agreements Relating to Texas Genco

Texas Genco, LP is a wholly-owned subsidiary of Texas Genco Holdings, Inc., a majority-owned
subsidiary of CenterPoint, and owns the Texas generating assets formerly held by CenterPoint's electric
utility division. Texas Genco, LP and Texas Genco Holdings, Inc. are collectively referred to herein as
""Texas Genco.''

In January 2003, CenterPoint distributed approximately 19% of the common stock of Texas Genco to
CenterPoint shareholders. CenterPoint granted us an option to purchase all of the remaining shares of
common stock of Texas Genco held by CenterPoint. The option expired unexercised on January 24, 2004.

Texas Genco, as the aÇliated power generator of CenterPoint's electric utility, is required by law to
sell at auction 15% of the output of its installed generating capacity. These auction obligations will
continue until January 2007, unless at least 40% of the electricity consumed by residential and small
commercial customers in CenterPoint's service territory is being provided by retail electric providers other
than us. We are not currently able to participate in these legally mandated capacity auctions. Under
CenterPoint's prior agreement with us, Texas Genco was required to auction the remainder of its capacity
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after certain other adjustments, and we had the right to participate directly in such auctions. Texas
Genco's obligation to auction its remaining capacity and our associated rights terminated when we decided
not to exercise our option to acquire CenterPoint's ownership interest in Texas Genco.

We have a master power purchase contract with Texas Genco covering, among other things, our
purchases of capacity and/or energy from Texas Genco's generating units. In connection with this contract,
we have granted Texas Genco a security interest in our rights in the accounts receivable and related assets
of certain of our subsidiaries. The liens on our rights in the accounts receivables and related assets are
junior to our receivables facility and senior to our March 2003 credit facilities and to our senior secured
notes. See note 16. The term of the master power purchase contract terminates on January 24, 2005.

We have purchased entitlements to some of the generation capacity of electric generation assets of
Texas Genco. We purchased these entitlements in capacity auctions conducted by Texas Genco. As of
December 31, 2003, we had purchased entitlements to capacity of Texas Genco averaging 6,376 megawatts
(MW) per month in 2004 and 923 MW per month in 2005. Our anticipated capacity payments related to
these capacity entitlements are $714 million. The capacity entitlements are accounted for as normal
purchases under SFAS No. 133. See notes 2(d) and 7 for discussion of our derivative Ñnancial
instruments.

Under a support agreement with CenterPoint, we provide engineering and technical support services
and environmental, safety and industrial health services to support operations and maintenance of Texas
Genco's facilities. We also provide systems, technical, programming and consulting support services and
hardware maintenance (but excluding plant-speciÑc hardware) necessary to provide dispatch planning,
dispatch, settlement and communication with the independent system operator. The fees we charge for
these services are designed to allow us to recover our fully allocated direct and indirect costs and
reimbursement of out-of-pocket expenses. Expenses associated with capital investment in systems and
software that beneÑt both the operation of Texas Genco's facilities and our facilities in other regions are
allocated on an installed MW basis. The term of this agreement will end on the Ñrst occur of
(a) CenterPoint's sale of Texas Genco, or all or substantially all of the generating assets of Texas Genco
or (b) May 31, 2005; however, Texas Genco may extend the term of this agreement until December 31,
2005. In addition, Texas Genco has the right to terminate all or a portion of the services provided under
the agreement upon 90 days' notice. In February 2004, Texas Genco notiÑed us that it will terminate the
technical support services and the environmental, safety and industrial health services provided under the
support agreement. The eÅective date of termination is May 2004.

(5) Business Acquisition

In February 2002, we acquired all of the outstanding shares of common stock of Orion Power
Holdings, Inc. (Orion Power Holdings) for an aggregate purchase price of $2.9 billion and assumed debt
obligations of $2.4 billion. Orion Power refers to Orion Power Holdings, Inc. and its subsidiaries, unless we
specify or the context indicates otherwise. We primarily funded the acquisition with a $2.9 billion credit
facility. Orion Power is an electric power generating company with generating assets in the states of
New York, Pennsylvania, Ohio and West Virginia.

As of February 19, 2002, Orion Power had 81 generating facilities with a total generating capacity of
5,644 MW and two development projects with an additional 804 MW of capacity under construction. Both
projects under construction had reached commercial operation by December 31, 2002.

We accounted for the acquisition as a purchase with assets and liabilities of Orion Power reÖected at
their estimated fair values. Our fair value adjustments primarily included adjustments in property, plant
and equipment, contracts, severance liabilities, debt, unrecognized pension and postretirement beneÑts
liabilities and related deferred taxes. We Ñnalized these fair value adjustments in February 2003, based on
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Ñnal valuations of property, plant and equipment, intangible assets and other assets and obligations. There
were no additional material modiÑcations to the preliminary adjustments from December 31, 2002.

The net purchase price of Orion Power was allocated and the fair value adjustments to the seller's
book value were as follows:

Purchase Price Fair Value
Allocation Adjustments

(In millions)

Current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 636 $ (8)

Property, plant and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,823 519

Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,324 1,220

Other intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 477 282

Other long-term assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103 34

Total assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,363 2,047

Current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,777) (51)

Current contractual obligationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (29) (29)

Long-term contractual obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (86) (86)

Long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,006) (45)

Other long-term liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (501) (396)

Total liabilities assumed ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,399) (607)

Net assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,964 $1,440

Adjustments to property, plant and equipment and other intangibles, excluding contractual rights, are
based primarily on valuation reports prepared by independent appraisers and consultants.

The following factors contributed to the recognized goodwill of $1.3 billion: commercialization value
attributable to our trading capabilities, commercialization and synergy value associated with fuel
procurement in conjunction with existing generating plants in the region, entry into the New York power
market, general and administrative cost synergies with existing PJM Interconnection, LLC (PJM) power
market generating assets, and risk diversiÑcation value due to increased scale, fuel supply mix and the
nature of the acquired assets. Of the resulting goodwill, only $105 million is deductible for United States
income tax purposes. The $1.3 billion of goodwill was assigned to the wholesale energy segment. See
note 6 for discussion of our subsequent goodwill impairment in 2003 related to our wholesale energy
reporting unit.

The components of other intangible assets and the related weighted average amortization period for
the Orion Power acquisition consist of the following:

Weighted Average
Purchase Price Amortization

Allocation Period (Years)

(In millions)

Air emission regulatory allowancesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $314 38

Contractual rightsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 106 8

Federal Energy Regulatory Commission (FERC) licenses ÏÏÏÏÏÏ 57 38

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $477
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There was no allocation of purchase price to any intangible assets that are not subject to amortization.
See note 6 for further discussion of goodwill and intangible assets.

Our results of operations include the results of Orion Power for the period beginning February 19,
2002. The following table presents selected Ñnancial information and unaudited pro forma information for
2001 and 2002, as if the acquisition had occurred on January 1, 2001 and 2002, as applicable:

Year Ended December 31,

2001 2002

As Reported Pro forma As Reported Pro forma

(In millions, except per share amounts)

RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,877 $7,033 $10,876 $10,983

Income from continuing operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 461 505 123 59

Income (loss) before cumulative eÅect of accounting
changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 560 604 (326) (390)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 563 607 (560) (624)

Basic earnings per share from continuing operationsÏÏÏÏÏ $ 1.66 $ 1.82 $ 0.43 $ 0.21

Basic earnings (loss) per share before cumulative eÅect
of accounting changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.02 2.18 (1.12) (1.34)

Basic earnings (loss) per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.03 2.19 (1.93) (2.15)

Diluted earnings per share from continuing operations ÏÏÏ $ 1.66 $ 1.82 $ 0.42 $ 0.20

Diluted earnings (loss) per share before cumulative
eÅect of accounting changesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.02 2.18 (1.12) (1.34)

Diluted earnings (loss) per shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.03 2.19 (1.92) (2.14)

These unaudited pro forma results, based on assumptions we deem appropriate, have been prepared
for informational purposes only and are not necessarily indicative of the amounts that would have resulted
if the acquisition of Orion Power had occurred on January 1, 2001 and 2002, as applicable. Purchase-
related adjustments to the results of operations include the eÅects on revenues, fuel expense, depreciation
and amortization, interest expense, interest income and income taxes. Adjustments that aÅected revenues
and fuel expense were a result of the amortization of contractual rights and obligations relating to the
applicable power and fuel contracts that were in existence at January 1, 2002, as applicable. Such
amortization included in the pro forma results above was based on the fair value of the contractual rights
and obligations at February 19, 2002. The amounts applicable to 2002 were retroactively applied to
January 1, 2002 through February 19, 2002 to arrive at the pro forma eÅect on those periods. The
unaudited pro forma condensed interim Ñnancial information presented above reÖects the acquisition of
Orion Power in accordance with SFAS No. 141, ""Business Combinations'' and SFAS No. 142.
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(6) Goodwill and Intangibles

In July 2001, the FASB issued SFAS No. 142, which states that goodwill and certain intangibles with
indeÑnite lives will not be amortized into results of operations, but instead will be reviewed periodically for
impairment and charged to results of operations in periods in which the recorded value of goodwill and
certain intangibles with indeÑnite lives exceeds their fair values. We adopted the provisions of the
statement eÅective January 1, 2002, and discontinued amortizing goodwill into our results of operations. A
reconciliation of 2001 reported net income and per share amounts adjusted for the exclusion of goodwill
amortization with a comparison to 2002 and 2003 follows:

Year Ended December 31,

2001 2002 2003

(In millions, except per share
amounts)

Reported net income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 563 $ (560) $(1,342)

Add: Goodwill amortization for continuing operations, net of taxÏÏÏÏ 25 Ì Ì

Add: Goodwill amortization for discontinued operations, net of tax 26 Ì Ì

Less: Goodwill impairment relating to exiting communications
business(1) (19) Ì Ì

Adjusted net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 595 $ (560) $(1,342)

Basic earnings (loss) per share:

Reported net income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2.03 $(1.93) $ (4.57)

Add: Goodwill amortization for continuing operations, net of taxÏÏÏÏ 0.09 Ì Ì

Add: Goodwill amortization for discontinued operations, net of tax 0.09 Ì Ì

Less: Goodwill impairment relating to exiting communications
business(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.07) Ì Ì

Adjusted basic earnings (loss) per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2.14 $(1.93) $ (4.57)

Diluted earnings (loss) per share:

Reported net income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2.03 $(1.92) $ (4.57)

Add: Goodwill amortization for continuing operations, net of taxÏÏÏÏ 0.09 Ì Ì

Add: Goodwill amortization for discontinued operations, net of tax 0.09 Ì Ì

Less: Goodwill impairment relating to exiting communications
business(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.07) Ì Ì

Adjusted diluted earnings (loss) per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2.14 $(1.92) $ (4.57)

(1) This impairment of $19 million, net of tax, is included in the annual goodwill amortization amount, net of tax, of $25 million for

continuing operations.
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Intangibles. Other intangible assets consist of the following:

December 31,
Weighted

2002 2003Average
Amortization Carrying Accumulated Carrying Accumulated

Period (Years) Amount Amortization Amount Amortization

(In millions)

Air emission regulatory
allowances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36 $586 $(120) $652 $(168)

Contractual rights ÏÏÏÏÏÏÏÏÏÏÏÏÏ 8 106 (26) 105 (54)

Power generation site permits ÏÏÏ 35 77 (6) 75 (6)

Water rights ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35 68 (6) 68 (8)

FERC licensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38 57 (1) 57 (3)

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 5 (3) 3 (2)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $899 $(162) $960 $(241)

We recognize speciÑcally identiÑable intangibles, including air emissions regulatory allowances,
contractual rights, power generation site permits, water rights and FERC licenses, when speciÑc rights and
contracts are acquired. We have no intangible assets with indeÑnite lives recorded as of December 31,
2002 and 2003. We amortize air emissions regulatory allowances primarily on a units-of-production basis
as utilized. We amortize other acquired intangibles, excluding contractual rights, on a straight-line basis
over the lesser of their contractual or estimated useful lives. All intangibles, excluding goodwill, are subject
to amortization.

Estimated amortization expense, excluding contractual rights and obligations (see below), for the next
Ñve years is as follows (in millions):

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 55

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30

2006ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25

2007ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23

2008ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $153

In connection with the acquisition of Orion Power, we recorded the fair value of certain fuel and
power contracts acquired. We estimated the fair value of the contracts using forward pricing curves as of
the acquisition date over the life of each contract. Those contracts with positive fair values at the date of
acquisition (contractual rights) were recorded to intangible assets and those contracts with negative fair
values at the date of acquisition (contractual obligations) were recorded to other long-term liabilities in
the consolidated balance sheet.

Contractual rights and contractual obligations are amortized to fuel expense and revenues, as
applicable, based on the estimated realization of the fair value established on the acquisition date over the
contractual lives. There may be times during the life of the contract when accumulated amortization
exceeds the carrying value of the recorded assets or liabilities due to the timing of realizing the fair value
established on the acquisition date.

We amortized $26 million and $29 million of contractual rights and contractual obligations,
respectively, for a net amount of $3 million, during 2002. We amortized $28 million and $33 million of
contractual rights and contractual obligations, respectively, for a net amount of $5 million, during 2003.
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Estimated amortization of contractual rights and contractual obligations, excluding Liberty's terminated
tolling agreement (see notes 9(a) and 15(c)), for the next Ñve years is as follows:

Contractual Contractual Net Increase
Rights Obligations in Income

 (In millions)

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17 $(31) $14

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (9) 9

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (3) 3

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (1) 1

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (1) 1

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17 $(45) $28

Goodwill. The following tables show the composition of goodwill by reportable segment as of
December 31, 2002 and 2003 and changes in the carrying amount of goodwill for 2002 and 2003 by
reportable segment:

Retail Energy Wholesale Total

(In millions)

As of January 1, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $32 $ 184 $ 216

Goodwill acquired during the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,324 1,324

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1 1

As of December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32 1,509 1,541

Impairment(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (985) (985)

Transfer to discontinued operations(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (63) (63)

Other(3)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 (31) (10)

As of December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $53 $ 430 $ 483

(1) See below for discussion.

(2) On July 9, 2003, we entered into a deÑnitive agreement to sell our 588-megawatt Desert Basin plant (see note 23). The sale

closed in October 2003. This anticipated sale of our Desert Basin plant operations required us, in accordance with

SFAS No. 142, to allocate a portion of the goodwill in the wholesale energy reporting unit to the Desert Basin plant operations

on a relative fair value basis as of July 2003 in order to compute the gain or loss on disposal. We did not allocate any goodwill

to our Desert Basin plant operations, which are classiÑed as discontinued operations, prior to July 2003.

(3) EÅective January 1, 2003, as we began reporting our ERCOT generation facilities in our retail energy segment rather than our

wholesale energy segment, we transferred $25 million of goodwill to our retail energy segment. EÅective December 31, 2003, we

began reporting these facilities in our wholesale energy segment and transferred $4 million of goodwill back to our wholesale

energy segment for a net transfer to our retail energy segment of $21 million. See note 21.

As of December 31, 2002 and 2003, we had $144 million and $131 million, respectively, of net
goodwill recorded in our consolidated balance sheets that is deductible for United States income tax
purposes for future periods.

SFAS No. 142 requires goodwill to be tested at least annually and more frequently in certain
circumstances. The date of our annual impairment test was November 1 for 2002 and 2003. A goodwill
impairment test is performed in two steps. The initial step is designed to identify potential goodwill
impairment by comparing an estimate of the fair value of the applicable reporting unit to its carrying
value, including goodwill. If the carrying value exceeds the fair value, a second step is performed, which
compares the implied fair value of the applicable reporting unit's goodwill with the carrying amount of that
goodwill, to measure the amount of the goodwill impairment, if any.
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Goodwill Impairment Transition Test. During the third quarter of 2002, we completed the
transitional goodwill impairment test required by SFAS No. 142, including the review of goodwill for
impairment as of January 1, 2002. Based on our transitional impairment test, we recorded an impairment
of our European energy segment's goodwill of $234 million, net of tax. This impairment loss was recorded
retroactively as a cumulative eÅect of a change in accounting principle in the Ñrst quarter of 2002. Based
on the Ñrst step of this goodwill impairment test, no goodwill was impaired for our other reporting units.

The circumstances leading to the goodwill impairment of our European energy operations included a
signiÑcant decline in electric margins attributable to the deregulation of the European electricity market in
2001, lack of growth in the wholesale energy trading markets in Northwest Europe, continued regulation of
certain European fuel markets and the reduction of proprietary trading in our European operations. Our
measurement of the fair value of the European energy operations was based on a weighted average
approach considering both an income approach, using future discounted cash Öows, and a market
approach, using acquisition multiples, including price per MW, based on publicly available data for
recently completed European transactions.

2002 Annual Goodwill Impairment Test. We performed our annual impairment test in 2002 eÅective
November 1, 2002. In estimating the fair value of our European energy segment for the annual
impairment test, we considered the sales price in the agreement that we signed in February 2003 to sell
our European energy operations (see note 22). We concluded that the sales price reÖected the best
estimate of fair value of our European energy segment as of November 1, 2002, to use in such impairment
test. Our annual impairment test determined that the full amount of our European energy segment's net
goodwill of $482 million was impaired and such impairment was recorded in the fourth quarter of 2002.
For additional information regarding this transaction and its impacts, see note 22. Our 2002 annual
impairment test identiÑed no other impairments of goodwill for our other reporting units.

July 2003 Goodwill Impairment Test Related to our Wholesale Energy Segment. On July 9, 2003,
we entered into a deÑnitive agreement to sell our 588-megawatt Desert Basin plant. The sale closed in
October 2003. See note 23 for further discussion of this sale. This sale of our Desert Basin plant required
us to allocate a portion of the goodwill in the wholesale energy reporting unit to the Desert Basin plant
operations on a relative fair value basis as of July 2003 in order to compute the gain or loss on disposal.
We were also required to test the recoverability of goodwill in our remaining wholesale energy reporting
unit as of July 2003.

As a result of the July 2003 test, we recognized an impairment of $985 million (pre-tax and after-
tax) in the third quarter of 2003. This impairment was due to a decrease in the estimated fair value of our
wholesale energy reporting unit. This change in fair value was primarily due to: reduced projected
commercialization opportunities related to our power generation assets; the elimination of proprietary
trading; lower projected regulatory capacity values due to the lack of development of appropriate market
structures and a lower outlook for revenues from existing regulatory capacity markets; reduced long-term
margins from our existing portfolio as a result of lowering our estimates of the margins required to induce
new capacity to enter the markets; expectations for the retirement and/or mothballing of some of our
facilities; lower market and comparable public company values data; and the level of working capital;
partially oÅset by reductions in our projected commercial, operational and support groups costs and lower
projected operations and maintenance expense.

2003 Annual Goodwill Impairment Tests. We performed our annual goodwill impairment tests for
our wholesale energy and retail energy reporting units eÅective November 1, 2003 and determined that no
additional impairments of goodwill had occurred since July 2003.

Estimation of our Wholesale Energy Segment Fair Value. We estimate the fair value of our
wholesale energy segment based on a number of subjective factors, including: (a) appropriate weighting of
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valuation approaches (income approach, market approach and comparable public company approach),
(b) projections about future power generation margins, (c) estimates of our future cost structure,
(d) discount rates for our estimated cash Öows, (e) selection of peer group companies for the public
company approach, (f) required level of working capital, (g) assumed terminal value and (h) time
horizon of cash Öow forecasts.

The income approach used in our analyses is a discounted cash Öow analysis based on our internal
forecasts and contains numerous assumptions made by management and the independent appraiser, any of
which if changed could signiÑcantly aÅect the outcome of the analyses. We believe the income approach is
the most subjective of the approaches.

Management has determined the fair value of our wholesale energy reporting unit with the assistance
of an independent appraiser. In determining the fair value of our wholesale energy segment in 2003, we
made the following key assumptions: (a) the markets in which we operate will continue to be deregulated;
(b) demand for electricity will grow, which will result in lower reserve margins; (c) there will be a
recovery in electricity margins over time to a level suÇcient such that companies building new generation
facilities can earn a reasonable rate of return on their investment and (d) the economics of future
construction of new generation facilities will likely be driven by regulated utilities. As part of our process,
we modeled all of our power generation facilities and those of others in the regions in which we operate.
The following table summarizes certain of these signiÑcant assumptions:

January November July November
2002 2002 2003 2003

Number of years used in internal cash Öow analysis(1)ÏÏ 5 15 15 15

EBITDA multiple for terminal values(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.0 7.0 to 7.5 7.5 7.5

Risk-adjusted discount rate for our estimated cash Öows 9.0% 9.0% 9.0% 9.0%

Average anticipated growth rate for demand in power(3) 2.0% 2.0% 2.0% 2.0%

After-tax return on investment for new investment(4) ÏÏÏ 9.0% 9.0% 7.5% 7.5%

(1) The number of years used in the internal cash Öow analysis changed from 5 years in the January 2002 test to 15 years due to

the fact that Ñve years in the forecast did not capture the full impact of the cyclical nature of our wholesale energy operations.

Additional periods were included in the forecasts to derive an appropriate forecast period, which was used to determine the

estimated terminal value. As of January 2002, based on current market conditions in the wholesale energy industry, management

did not believe additional periods beyond Ñve years in the forecast were required.

(2) The EBITDA multiple for terminal values changed from 6.0 in the January 2002 test to 7.0 to 7.5 in the November 2002 test

and from 7.0 to 7.5 in the November 2002 test to 7.5 in the 2003 tests due to the independent appraiser's updated analysis of

the public guideline companies that indicated higher multiples were appropriate to calculate the terminal values at the applicable

dates.

(3) Depending on the region, the speciÑc rate is projected to be somewhat higher or lower.

(4) Based on our assumption in 2003 that regulated utilities will be the primary drivers underlying the construction of new

generation facilities, we have assumed that the after-tax return on investment will yield a return representative of a regulated

utility's cost of capital (7.5%) rather than that of an independent power producer (9.0%). Based on changes in assumed market

conditions, including regulatory rules, we have changed the projected time horizon for substantially achieving the after-tax return

on investment to 2008 Ì 2012 (depending on region). Formerly, we had assumed that the time horizon for substantially

achieving this rate of return was 2006 Ì 2010.

Potential Future Impairments of Goodwill. Because we recognized a goodwill impairment in 2003, in
the near future, if our wholesale energy market outlook changes negatively, we could have additional
impairments of goodwill that would need to be recognized. In addition, our ongoing evaluation of our
wholesale energy business could result in decisions to mothball, retire or dispose of additional generation
assets, any of which could result in additional impairment charges related to goodwill, impact our Ñxed
assets' depreciable lives or result in Ñxed asset impairment charges.
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(7) Derivative Instruments, Including Energy Trading Activities

We are exposed to various market risks. These risks arise from the ownership of our assets and
operation of our business. We routinely utilize derivative instruments such as futures, physical forward
contracts, swaps and options to mitigate the impact of changes in electricity, natural gas and fuel prices on
our operating results and cash Öows. We utilize interest rate swaps and options to mitigate the impact of
changes in interest rates and other Ñnancial instruments to manage various other market risks.

We have a risk control framework designed to monitor, measure and deÑne appropriate transactions to
hedge and manage the risk in our existing portfolio of assets and contracts and to authorize new
transactions. These risks fall into three diÅerent categories: market risk, credit risk and operational risk.
We believe that we have eÅective procedures for evaluating and managing these risks to which we are
exposed. Key risk control activities include deÑnition of appropriate transactions for hedging, credit review
and approval, credit and performance risk measurement and monitoring, validation of transactions, portfolio
valuation and daily portfolio reporting including mark-to-market valuation, value-at-risk and other risk
measurement metrics. We seek to monitor and control our risk exposures through a variety of separate but
complementary processes and committees, which involve business unit management, senior management
and our board of directors.

The primary types of derivatives we use are described below:

‚ Futures contracts are exchange-traded standardized commitments to purchase or sell an energy
commodity or Ñnancial instrument, or to make a cash settlement, at a speciÑc price and future
date.

‚ Physical forward contracts are commitments to purchase or sell energy commodities in the future.

‚ Swap agreements require payments to or from counterparties based upon the diÅerential between a
Ñxed price and variable index price (Ñxed price swap) or two variable index prices (variable price
swap) for a predetermined contractual notional amount. The respective index may be an exchange
quotation or an industry pricing publication.

‚ Option contracts convey the right to buy or sell an energy commodity or a Ñnancial instrument at a
predetermined price or settlement of the diÅerential between a Ñxed price and a variable index
price or two variable index prices.
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Trading and derivative assets and liabilities at December 31, 2002 and 2003 include amounts for non-
trading and trading activities, as follows:

Assets Liabilities Net Assets
Current Long-term Current Long-term (Liabilities)

(In millions)

December 31, 2002:

Non-trading activities:

Cash Öow hedges Ì oÅset to
accumulated other comprehensive
income (loss):

Commodity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,260 $ 370 $(1,191) $(393) $ 46

Interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (29) (36) (65)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,260 370 (1,220) (429) (19)

Derivatives marked to market
through earningsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24 28 (45) (34) (27)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,284 398 (1,265) (463) (46)

Trading activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,866 880 (3,736) (811) 199

Set-oÅ adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,484) (1,014) 4,484 1,014 Ì

Total trading and derivative
assets and liabilities ÏÏÏÏÏÏÏÏÏ $ 666 $ 264 $ (517) $(260) $153

December 31, 2003:

Non-trading activities:

Cash Öow hedges Ì oÅset to
accumulated other comprehensive
income (loss):

Commodity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 828 $ 284 $ (668) $(304) $140

Interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3 (26) (22) (45)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 828 287 (694) (326) 95

Derivatives marked to market
through earningsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 399 58 (378) (53) 26

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,227 345 (1,072) (379) 121

Trading activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,099 529 (1,118) (511) (1)

Set-oÅ adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,833) (674) 1,833 674 Ì

Total trading and derivative
assets and liabilities ÏÏÏÏÏÏÏÏÏ $ 493 $ 200 $ (357) $(216) $120

(a) Non-Trading Derivative Activities.

To reduce the risk from market Öuctuations in our results of operations and the resulting cash Öows,
we may enter into energy derivatives in order to hedge some expected purchases of electric power, natural
gas and other commodities and sales of electric power (non-trading energy derivatives). The non-trading
energy derivative portfolios are managed to complement our asset portfolio, reducing overall risks.
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The fair values of our non-trading derivative activities as of December 31, 2002 and 2003, are
determined by (a) prices actively quoted, (b) prices provided by other external sources or (c) prices based
on models and other valuation methods.

Below is the pre-tax income (loss) of our non-trading derivative instruments, including non-trading
energy derivatives and interest rate derivatives, both from cash Öow hedge ineÅectiveness and from non-
trading derivative mark-to-market income and losses, for 2001, 2002 and 2003:

Year Ended
December 31,

2001 2002 2003

(In millions)

Hedge ineÅectiveness(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $28 $(17) $(20)

Non-trading derivatives mark-to-market income (loss)(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2) (11) (19)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $26 $(28) $(39)

(1) For 2001, 2002 and 2003, no component of the derivative instruments' gain or loss was excluded from the assessment of

eÅectiveness.

(2) Includes $0, $16 million and $0 for 2001, 2002 and 2003, respectively, of losses recognized in our results of operations as a result

of the discontinuance of cash Öow hedges because it was probable that the forecasted transaction would not occur.

Below is a reconciliation of our net derivative assets (liabilities) to accumulated other comprehensive
loss, net of tax, as of December 31, 2002 and 2003:

As of
December 31,

2002 2003

(In millions)

Net non-trading derivative assets (liabilities)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(46) $121

Non-trading commodity derivatives not designated as cash Öow hedgesÏÏÏÏÏÏÏÏÏÏ 10 3

Non-trading interest rate caps not designated as cash Öow hedges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (20)

Recognized cash Öow hedge ineÅectiveness ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (27) (8)

Cash Öow hedges terminated prior to maturity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8) (11)

Terminated interest rate swapsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (38) (38)

Deferred tax assets attributable to accumulated other comprehensive loss on cash
Öow hedges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 21

Net assets transferred to non-trading derivatives due to implementation of EITF
No. 02-03 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (27)

Deferred options premium ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 (78)

Accumulated other comprehensive income (loss) from equity investments ÏÏÏÏÏÏÏ Ì (2)

Accumulated other comprehensive loss from derivative instruments, net of
tax(1)(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(65) $(39)

(1) Represents deferred derivative losses of our total accumulated other comprehensive loss.

(2) As of December 31, 2003, we expect $21 million of accumulated other comprehensive loss to be reclassiÑed into our results of

operations during 2004.

As of December 31, 2002 and 2003, the maximum length of time we are hedging our exposure to the
variability in future cash Öows for forecasted transactions, excluding the payment of variable interest on
existing Ñnancial instruments, is ten years and nine years, respectively. As of December 31, 2002 and 2003,
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the maximum length of time we are hedging our exposure to the payment of variable interest rates is
seven and six years, respectively.

For a discussion of our interest rate derivative instruments, see note 9(c).

Other Non-trading Derivative Activities. During 2001, we entered into two structured transactions,
involving a series of forward contracts to buy and sell an energy commodity in 2001 and to buy and sell an
energy commodity in 2002. The change in fair value of these derivative assets and liabilities was recorded
in the statement of consolidated operations for each reporting period. During 2001 and 2002, $117 million
of net non-trading derivative liabilities and $121 million of net non-trading derivative assets, respectively,
were settled related to these transactions, which was recorded in cash Öows from operations; $1 million and
$3 million, respectively, of pre-tax unrealized gains were recognized.

(b) Energy Trading Activities.

As discussed in note 2(d), in March 2003, we discontinued our proprietary business. Trading positions
taken prior to our decision to exit this business are managed solely for purposes of closing them on
economical terms.

Historically, our trading activities included (a) transactions establishing open positions in the energy
markets, primarily on a short-term basis and (b) energy price risk management services to customers
primarily related to natural gas, electric power and other energy-related commodities. Our electricity sales
to large commercial, industrial and institutional customers under contracts executed before October 25,
2002 were accounted for under the mark-to-market method of accounting upon contract execution (see
note 2(d)).

The fair values of our trading activities as of December 31, 2002 and 2003, are determined by
(a) prices actively quoted, (b) prices provided by other external sources or (c) prices based on models
and other valuation methods.

During 2001, 2002 and 2003, we recognized a loss of $23 million, income of $31 million and income
of $11 million, respectively, for changes in the fair values of trading assets/liabilities due to changes in
valuation techniques and assumptions.

As of December 31, 2003, the weighted average term of the trading portfolio, based on fair values, is
approximately 16 months. The maximum term of any contract in the trading portfolio is 13 years. These
maximum and average terms are not indicative of likely future cash Öows, as these positions may be
changed by new transactions in the trading portfolio at any time in response to changing risk management
portfolio strategies. Terms regarding cash settlements of these contracts vary with respect to the actual
timing of cash receipts and payments.

(c) Credit Risk.

Credit risk is inherent in our commercial activities and relates to the risk of loss resulting from non-
performance of contractual obligations by a counterparty. We have broad credit policies and parameters.
We seek to enter into contracts that permit us to net receivables and payables with a given counterparty.
We also enter into contracts that enable us to obtain collateral from a counterparty as well as to terminate
upon the occurrence of certain events of default. The credit risk control organization establishes
counterparty credit limits. We employ tiered levels of approval authority for counterparty credit limits, with
authority increasing from the credit risk control organization through senior management. Credit risk
exposure is monitored daily and the Ñnancial condition of our counterparties is reviewed periodically.

If any of our counterparties failed to perform, we might be forced to acquire alternative hedging
arrangements or be required to replace the underlying commitment at then-current market prices. In this
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event, we might incur additional losses in addition to amounts owed to us by the counterparty. For
information regarding the provision related to energy sales in California, see note 15(b). For information
regarding the net provision recorded in 2001 related to energy sales to Enron, see note 15(a).

As of December 31, 2002 and 2003, one non-investment grade counterparty represented 14% and 18%
of our total credit exposure, net of collateral. The dollar amounts of our credit exposure to this one
counterparty were $86 million and $113 million as of December 31, 2002 and 2003, respectively. There
were no other counterparties representing greater than 10% of our total credit exposure, net of collateral.

(8) Equity Investments

We own a 50% interest in a 470 MW electric generation plant in Boulder City, Nevada. We also own
a 50% interest in a 108 MW cogeneration plant in Orange, Texas. These equity investments are included
in our wholesale energy segment.

Our equity investments are as follows:

December 31,

2002 2003

(In millions)

Nevada generation plant ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 73 $66

Texas cogeneration plant ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 29

Equity investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $103 $95

Our income (loss) from equity investments is as follows:

Year Ended
December 31,

2001 2002 2003

(In millions)

Nevada generation plant ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5 $16 $(5)

Texas cogeneration plant ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 2 3

Income (loss) of equity investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $7 $18 $(2)

During 2001, 2002 and 2003, the net distributions were $27 million, $3 million and $4 million,
respectively, from these investments.

As of December 31, 2002 and 2003, the companies in which we have an equity investment carry debt,
of $145 million and $134 million, respectively ($73 million and $67 million, respectively, based on our
proportionate ownership interests of the investments). This debt is non-recourse to Reliant Resources and
all of its consolidated subsidiaries.
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(9) Credit Facilities, Bonds, Notes and Other Debt

The following table presents our debt outstanding to third parties as of December 31, 2002 and 2003:

December 31,

2002 2003

Weighted Weighted
Average Average
Stated Stated
Interest Interest
Rate(1) Long-term Current(2) Rate(1) Long-term Current(2)

(In millions, except interest rates)

Banking or Credit Facilities, Bonds and Notes

Other Operations Segment:

Senior secured term loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì $ Ì $ Ì 5.27% $1,785 $ Ì

Senior secured revolver ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 5.58 183 Ì

Senior secured notes Ì 2010 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 9.25 550 Ì

Senior secured notes Ì 2013 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 9.50 550 Ì

Convertible senior subordinated notes ÏÏÏÏÏÏÏ Ì Ì Ì 5.00 275 Ì

Orion acquisition term loanÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.68% 2,908(3) Ì(3) Ì Ì Ì

364-day revolver/term loan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.20 800(3) Ì(3) Ì Ì Ì

Three-year revolver ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.13 208(3) 350(3) Ì Ì Ì

Wholesale Energy Segment:

Orion Power Holdings and Subsidiaries:

Orion Power Holdings senior notes ÏÏÏÏÏÏÏ 12.00 400 Ì 12.00 400 Ì

Orion MidWest and Orion NY term loans 3.96 1,211 109 3.93 1,093 125

Orion MidWest revolving working capital
facility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.92 Ì 51 Ì Ì Ì

Orion NY revolving working capital facility Ì Ì Ì Ì Ì Ì

Liberty credit agreement:

Floating rate debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.02 Ì 103(4) 2.40 Ì 97(4)

Fixed rate debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.02 Ì 165(4) 9.02 Ì 165(4)

PEDFA bonds for Seward plantÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 1.27 400 Ì

REMA term loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 4.19 28 14

Reliant Energy Channelview, L.P.:

Term loans and revolving working capital
facility:

Floating rate debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.81 290 9 2.54 283 7

Fixed rate debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.55 75 Ì 9.55 75 Ì

Total facilities, bonds and notes ÏÏÏÏÏÏÏÏ 5,892 787 5,622 408

Other

Adjustment to fair value of debt(5) ÏÏÏÏÏÏÏÏ Ì 66 8 Ì 58 8

Adjustment to fair value of interest rate
swaps(5) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 46 19 Ì 34 13

Adjustment to fair value of debt due to
warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (6) (2)

Other Ì wholesale energy segment ÏÏÏÏÏÏÏÏÏ 6.20 1 Ì 6.20 1 Ì

Other Ì retail energy segment ÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.41 4 6 5.41 Ì 4

Total other debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 117 33 87 23

Total debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,009 $ 820 $5,709 $431
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(1) The weighted average stated interest rates are for borrowings outstanding as of December 31, 2002 or 2003, as applicable.

(2) Includes amounts due within one year of the date noted, as well as loans outstanding under revolving and working capital

facilities classiÑed as current liabilities.

(3) See below for a discussion of the facilities reÑnanced in March 2003. As a result of the reÑnancing, $3.9 billion has been

classiÑed as long-term as of December 31, 2002.

(4) The entire balance outstanding under this credit agreement has been classiÑed as current as of December 31, 2002 and 2003.

Included in the outstanding amount as of December 31, 2003, is $2 million and $2 million of scheduled principal payments,

which were due in October 2003 and January 2004, respectively, for which no payment has been made. As interest payments

due in October 2003 and January 2004 were deferred, additional interest will be charged on the past due interest amounts. Of

the amount shown as current under the Liberty credit agreement, $11 million matures within 12 months of December 31, 2003.

See below and note 15(c) for further discussion.

(5) Debt and interest rate swaps acquired in the Orion Power acquisition were adjusted to fair market value as of the acquisition

date. Included in the adjustment to fair value of debt is $74 million and $66 million related to the Orion Power Holdings senior

notes as of December 31, 2002 and 2003, respectively. Included in the adjustment to fair value of interest rate swaps is

$42 million and $23 million related to the Orion Power MidWest, L.P. (Orion MidWest) and Orion Power New York, L.P.

(Orion NY) credit facilities, respectively, as of December 31, 2002. Included in the adjustment to fair value of interest rate

swaps is $28 million and $19 million related to the Orion MidWest and Orion NY credit facilities, respectively, as of

December 31, 2003. Included in interest expense is amortization of $5 million and $8 million for valuation adjustments for debt

and $25 million and $18 million for valuation adjustments for interest rate swaps, respectively, for 2002 and 2003, respectively.

These valuation adjustments are being amortized over the respective remaining terms of the related Ñnancial instruments.

Restricted Net Assets of Subsidiaries. Certain of Reliant Resources' subsidiaries have eÅective
restrictions on their ability to pay dividends or make intercompany loans and advances pursuant to their
Ñnancing arrangements. The amount of restricted net assets of Reliant Resources' subsidiaries as of
December 31, 2003 is approximately $2.8 billion. Such restrictions are on the net assets of Orion Power
Capital, LLC (Orion Capital), Liberty and Channelview. Orion MidWest and Orion NY are subsidiaries
of Orion Capital.

Maturities. As of December 31, 2003, maturities of all facilities and other debt were as follows (in
millions):

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 161(1)

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,126(1)

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38(1)

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,994(1)

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28(1)

2009 and thereafterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,688(1)

Subtotal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,035

Other items included in debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 105

Total debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,140

(1) Included in the amounts for years 2004, 2005, 2006, 2007, 2008 and 2009 and thereafter are $11 million, $9 million, $10 million,

$10 million, $11 million and $211 million, respectively, related to our Liberty credit agreement and which have all been

classiÑed as current liabilities in our consolidated balance sheet as of December 31, 2003. See below and note 15(c) for further

discussion.

Debt Covenant Compliance. We were in compliance with all of our debt covenants as of
December 31, 2003, other than under the Liberty credit agreement. See below for further discussion.

F-39



RELIANT RESOURCES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

(a) Banking or Credit Facilities, Bonds and Notes.

The following table provides a summary of the amounts owed and amounts available as of
December 31, 2003 under our various committed credit facilities, bonds and notes:

Commitments
Total Expiring By

Committed Drawn Letters of Unused December 31, Principal Amortization and
Credit Amount Credit Amount 2004 Commitment Expiration Date

(In millions)

Other Operations Segment:

Senior secured term loansÏÏÏÏÏÏÏÏÏ $1,785 $1,785 $ Ì $ Ì $ Ì March 2007

Senior secured revolver ÏÏÏÏÏÏÏÏÏÏÏ 2,100 183 869(1) 1,048 Ì March 2007

Senior secured notes Ì 2010 ÏÏÏÏÏÏ 550 550 Ì Ì Ì July 2010

Senior secured notes Ì 2013 ÏÏÏÏÏÏ 550 550 Ì Ì Ì July 2013

Convertible senior subordinated
notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 275 275 Ì Ì Ì August 2010

Wholesale Energy Segment:

Orion Power Holdings and
Subsidiaries:

Orion Power Holdings senior
notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 400 400 Ì Ì Ì May 2010

Orion MidWest and Orion NY
term loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,218 1,218 Ì Ì 125 March 2004 Ì October 2005

Orion MidWest revolving working
capital facilityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75 Ì 16 59 Ì October 2005

Orion NY revolving working
capital facilityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 Ì 7 23 Ì October 2005

Liberty credit agreementÏÏÏÏÏÏÏÏ 284 262 17(2) 5(3) 11 January 2004 Ì April 2026

PEDFA bonds for Seward plantÏÏÏÏ 400 400 Ì Ì Ì December 2036

REMA term loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42 42 Ì Ì 14 January 2004 Ì July 2006

Reliant Energy Channelview LP:

Term loans and revolving working
capital facilityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 379 365 Ì 14 7 January 2004 Ì July 2024

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $8,088 $6,030 $909 $1,149 $157

(1) Included in this amount is $407 million of letters of credit outstanding that support the $400 million of PEDFA bonds related to

the Seward plant.

(2) With consent of the lenders, we have chosen to defer the principal and interest payments due October 2003 rather than draw on

the $17 million letter of credit posted as debt service reserve. See below and note 15(c) for further discussion.

(3) As discussed below and in note 15(c), this amount is currently not available to Liberty.

As of December 31, 2003, committed credit facilities and notes aggregating $717 million were
unsecured.

Senior Secured Term Loans and Senior Secured Revolver. During March 2003, we reÑnanced our
(a) $1.6 billion senior revolving credit facilities, (b) $2.9 billion 364-day Orion acquisition term loan, and
(c) $1.425 billion construction agency Ñnancing commitment (see note 14(b)). The syndicated bank
reÑnancing combined the existing credit facilities into a $2.1 billion senior secured revolving credit facility,
a $921 million senior secured term loan and a $2.91 billion senior secured term loan. The loans under the
reÑnanced credit facilities bear interest at the London inter-bank oÅered rate (LIBOR) plus 4.0% or a
base rate plus 3.0%.
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In connection with our March 2003 reÑnancing, we entered into a $300 million senior priority facility.
Borrowings under this facility were limited to secure or prepay ongoing commercial and hedging
obligations.

The senior secured facilities originally totaling $5.93 billion are secured with a lien on all of our
contractually and legally available assets. With the exception of subsidiaries prohibited by the terms of
their Ñnancing documents from doing so, our subsidiaries guarantee the reÑnanced credit facilities.

In connection with our March 2003 reÑnancing, we issued 20,373,326 warrants, of which 12,537,432
warrants have subsequently been canceled, to acquire shares of our common stock. The remaining
7,835,894 warrants, which have an exercise price of $5.09 per share, vested in March 2003 and are
exercisable until August 2008. See (b) below for further discussion.

Our March 2003 credit facilities include restrictions on our ability to take speciÑc actions, subject to
numerous exceptions that are designed to allow for the execution of our business plans in the ordinary
course. Such restrictions include our ability to (a) encumber our assets, (b) enter into business
combinations or divest our assets, (c) incur additional debt or engage in sale and leaseback transactions,
(d) pay dividends or prepay certain other debt, (e) make investments or acquisitions or engage in
development activities, (f) enter into transactions with aÇliates, (g) make capital expenditures,
(h) materially change our business, (i) amend our debt and other material agreements, (j) repurchase our
capital stock, (k) allow limitations on distributions from our subsidiaries and (l) engage in certain types of
trading activities. We must use the proceeds of any loans under the senior secured revolving credit facility
solely for working capital and other general corporate purposes and we are not permitted to use the
proceeds from loans under any of these facilities to acquire Texas Genco or ERCOT assets. Financial
covenants include maintaining a debt to earnings before interest, taxes, depreciation, amortization and rent
(EBITDAR) ratio of a certain minimum amount and an EBITDAR to interest ratio of a certain
minimum amount. We must be in compliance with each of the covenants before we can borrow or issue
letters of credit under the revolving credit facility. The covenants are not anticipated to materially restrict
our ability to borrow funds or obtain letters of credit. Our failure to comply with these covenants could
result in an event of default that, if not cured or waived, could result in the revolving credit commitment
being canceled and/or our being required to repay these borrowings before their scheduled due dates. We
must also prepay the reÑnanced facilities with net proceeds from certain asset sales and issuances of
certain debt and equity securities and, beginning in 2005, with certain cash Öows in excess of a threshold
amount.

In connection with our July 2003 issuance of senior secured notes, described below, we entered into
an amendment to our March 2003 credit facilities to, among other things, permit the sharing of collateral
with those notes and certain future indebtedness and increase our Öexibility to purchase CenterPoint's
interest in Texas Genco. The amendment allows us to negotiate a purchase of CenterPoint's interest in the
common stock of Texas Genco outside the option and also extends the deadline for agreeing to make the
purchase until September 15, 2004. The amendment also revised the collateral mechanics to replace the
collateral agent with a collateral trustee for the beneÑt of the banks and the holders of other secured
indebtedness, including the holders of the senior secured notes, revised the mandatory prepayment
provisions so that the senior secured notes may share pro rata with the banks any net proceeds from asset
sales required to be paid to the banks (other than proceeds from the sale of our Desert Basin plant and
our European energy operations) and separated the Orion Power Holdings limited guarantee from the
credit agreement so it can ratably guarantee the bank debt and the senior secured notes.

We Ñnalized a second amendment to our March 2003 credit facilities in December 2003. In
connection with this amendment, we used $917 million that had accumulated in an escrow account,
including the net proceeds from (a) primarily the sales of our Desert Basin plant and our European energy
operations and the related interest income ($651 million) and (b) our convertible senior subordinated
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notes ($266 million), to prepay debt under the credit facilities. The December 2003 amendment continues
to allow us, by speciÑed dates, to purchase the stock of Texas Genco through a negotiated purchase with
CenterPoint and adds the Öexibility, with certain limitations, to purchase up to $1.0 billion of individual
generating assets from Texas Genco or others to support our Texas retail business, and to raise speciÑed
forms of debt to Ñnance such asset acquisitions. In connection with this amendment, we also canceled our
$300 million senior priority facility, which was never used. If we later determine that this facility is
needed, the December 2003 amendment gives us the Öexibility to obtain a new senior priority facility, for
the same purposes and with the same priority or equal priority with the lenders under our March 2003
credit facilities and our senior secured notes, in an amount up to $300 million.

After the December 2003 amendment, our March 2003 credit facilities permit us to place net cash
proceeds from oÅerings of junior securities in a restricted escrow account for the possible acquisition of the
stock of Texas Genco or of individual generating assets from Texas Genco or others to support our Texas
retail business. If such cash proceeds are not used for such acquisitions, we may keep up to 50% of the
cash proceeds for general corporate purposes and are required to use the remainder to prepay indebtedness
under our March 2003 credit facilities.

Senior Secured Notes. On July 1, 2003, we issued $550 million 9.25% senior secured notes and
$550 million 9.5% senior secured notes and received net proceeds, after deducting the initial purchasers'
discount and estimated out-of-pocket expenses, of $1.056 billion. We used the net proceeds of the issuance
to prepay $1.056 billion of senior secured term loans under our March 2003 credit facilities. Interest is
payable semi-annually on January 15 and July 15. With certain limited exceptions, the senior secured
notes are secured by the same collateral which secures our March 2003 credit facilities. The collateral is
held by a collateral trustee under a collateral trust agreement for the ratable beneÑt of all holders of the
credit agreement debt, senior secured note holders and holders of certain future secured indebtedness. The
senior secured notes are also guaranteed by all of our subsidiaries that guarantee our March 2003 credit
facilities, except for certain subsidiaries of Orion Power Holdings and certain other subsidiaries. See
note 19 for further discussion of the guarantors, the limited guarantor and the non-guarantors. The senior
secured notes indentures contain covenants that include, among others, restrictions on (a) the payment of
dividends, (b) the incurrence of indebtedness and the issuance of preferred stock, (c) investments,
(d) asset sales, (e) liens, (f) transactions with aÇliates, (g) our ability to amend the subordination
provisions of our convertible senior subordinated notes, (h) engaging in unrelated businesses and (i) sale
and leaseback transactions. These covenants are not expected to materially restrict our ability to conduct
our business.

Convertible Senior Subordinated Notes. In June and July 2003, we issued $275 million aggregate
principal amount of convertible senior subordinated notes and received net proceeds, after deducting the
initial purchasers' discount and estimated out-of-pocket expenses, of $266 million. In connection with the
December 2003 amendment to our March 2003 credit facilities, as discussed above, we used these net
proceeds to prepay debt under our March 2003 credit facilities. The notes bear interest at 5.00% per
annum, payable semi-annually on February 15 and August 15. The notes are convertible into shares of our
common stock at a conversion price of approximately $9.54 per share, subject to adjustment in certain
circumstances. We may redeem the notes, in whole or in part, at any time on or after August 20, 2008, if
the last reported sale price of our common stock is at least 125% of the conversion price then in eÅect for
a speciÑed period of time.

Orion Power Holdings Senior Notes. Orion Power Holdings has outstanding $400 million aggregate
principal amount of 12% senior notes. In connection with the Orion Power acquisition, we recorded the
senior notes at an estimated fair value of $479 million. The $79 million premium is being amortized to
interest expense using the eÅective interest rate method over the life of the senior notes. The fair value of
the senior notes was based on our incremental borrowing rates for similar types of borrowing arrangements
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as of the acquisition date. The senior notes are senior unsecured obligations of Orion Power Holdings.
Orion Power Holdings is not required to make any mandatory redemption or sinking fund payments with
respect to the senior notes. The senior notes are not guaranteed by any of Orion Power Holdings'
subsidiaries and are non-recourse to Reliant Resources. The senior notes indenture contains covenants,
which bind Orion Power Holdings and certain of its subsidiaries, that include, among others, restrictions on
(a) the payment of dividends, (b) the incurrence of indebtedness and the issuance of preferred stock,
(c) investments, (d) asset sales, (e) liens, (f) transactions with aÇliates, (g) engaging in unrelated
businesses and (h) sale and leaseback transactions.

Orion MidWest and Orion NY Credit Agreements. During October 2002, the Orion Power Holdings
revolving credit facility was prepaid and terminated, and we reÑnanced the Orion MidWest and Orion NY
credit agreements. In connection with these reÑnancings, we applied excess cash of $145 million to prepay
and terminate the Orion Power Holdings revolving credit facility and to reduce the term loans and
revolving working capital facilities at Orion MidWest and Orion NY. As of the reÑnancing date, the
amended and restated Orion MidWest credit agreement included a term loan of approximately
$974 million and a $75 million revolving working capital facility. As of the reÑnancing date, the amended
and restated Orion NY credit agreement included a term loan of approximately $353 million and a
$30 million revolving working capital facility. As of December 31, 2002 and 2003, Orion MidWest had
$969 million and $884 million, respectively, of term loans outstanding. As of December 31, 2002 and 2003,
Orion NY had $351 million and $334 million, respectively, of term loans outstanding. The reÑnancing
included an extension of the maturities of the Orion MidWest and Orion NY credit agreements by three
years to October 2005.

The loans under each facility bear interest at LIBOR plus a margin or at a base rate plus a margin.
The LIBOR margin is 2.75% as of December 31, 2003 and increases to 3.25% in April 2004 and 3.75% in
October 2004. The base rate margin is 1.75% as of December 31, 2003 and increases to 2.25% in April
2004 and 2.75% in October 2004.

The amended and restated Orion MidWest credit agreement is secured by a Ñrst lien on substantially
all of the assets of Orion MidWest and its subsidiary. Orion NY and its subsidiaries are guarantors of the
Orion MidWest obligations under the amended and restated Orion MidWest credit agreement. A
substantial portion of the assets of Orion NY and its subsidiaries (excluding certain plants) are pledged,
via a second lien, as collateral for this guarantee. The amended and restated Orion NY credit agreement
is, in turn, secured by a Ñrst lien on a substantial portion of the assets of Orion NY and its subsidiaries
(excluding certain plants). Orion MidWest and its subsidiary are guarantors of the Orion NY obligations
under the amended and restated Orion NY credit agreement. Substantially all of the assets of Orion
MidWest and its subsidiary are pledged, via a second lien, as collateral for this guarantee. Orion
MidWest's and Orion NY's obligations under the respective agreements are non-recourse to Orion Power
Holdings and Reliant Resources.

Both the Orion MidWest and Orion NY credit agreements contain aÇrmative and negative covenants,
including negative pledges, that must be met by each borrower under its respective agreement to borrow
funds or obtain letters of credit, and which require Orion MidWest and Orion NY to maintain a combined
debt service coverage ratio of 1.5 to 1.0. These covenants are not anticipated to materially restrict either
borrower's ability to borrow funds or obtain letters of credit. The agreements also provide for any available
cash at one borrower to be made available to the other borrower to meet shortfalls in the other borrower's
ability to make certain payments, including operating costs. This is eÅected through distributions of such
available cash to Orion Capital, a direct subsidiary of Orion Power Holdings formed in connection with the
reÑnancing. Orion Capital, as indirect owner of each of Orion MidWest and Orion NY, can then
contribute such cash to the other borrower. The ability of the borrowers to make dividends, loans or
advances to Orion Power Holdings for interest payments or otherwise is restricted. In any event, no
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distributions may be made after October 28, 2004 until the earlier of maturity or retirement. No
distributions are anticipated during the remaining terms of the credit agreements. Any restricted cash
which is not dividended, will be applied on a quarterly basis to prepay outstanding loans at Orion MidWest
and Orion NY. See note 2(l) for a detail of restricted cash under the Orion MidWest and Orion NY
credit agreements.

Liberty Credit Agreement. In July 2000, Liberty Electric Power, LLC (LEP) and Liberty, indirect
wholly-owned subsidiaries of Orion Power Holdings, entered into a credit agreement that provided for
(a) a construction/term loan in an amount of up to $105 million, (b) an institutional term loan in an
amount of up to $165 million, (c) a debt service reserve letter of credit facility of $17 million, (d) a
revolving working capital facility for an amount of up to $5 million and (e) an equity bridge loan of up to
$41 million. In May 2002, the construction loans were converted to term loans. On the conversion date,
Orion Power Holdings made the required cash equity contribution of $30 million into Liberty, which was
used to repay a like amount of equity bridge loans advanced by the lenders. A related $41 million letter of
credit furnished by Orion Power Holdings as credit support was canceled.

The Öoating rate loans under the Liberty credit agreement bear interest at LIBOR plus a margin or a
base rate plus a margin. For the Öoating rate term loan, as of December 31, 2003, the LIBOR margin is
1.25% and increases to 1.375% in May 2005 and 1.625% in May 2008. As of December 31, 2003, the base
rate margin is 0.25% and increases to 0.375% in May 2005 and 0.625% in May 2008. For the revolving
working capital facility, as of December 31, 2003, the LIBOR margin is 1.25% and increases to 1.375% in
May 2005. As of December 31, 2003, the base rate margin is 0.25% and increases to 0.375% in May 2005.

The lenders under the Liberty credit agreement have a security interest in substantially all of the
assets of Liberty and LEP. The outstanding borrowings related to the Liberty credit agreement are non-
recourse to Reliant Resources and all other subsidiaries. The Liberty credit agreement contains aÇrmative
and negative covenants, including a negative pledge, that must be met to borrow funds or obtain letters of
credit. Liberty is currently unable to access the revolving working capital facility. Additionally, the Liberty
credit agreement restricts Liberty's ability to, among other things, make dividend distributions unless
Liberty satisÑes various conditions. See note 2(l) for a detail of restricted cash under the Liberty credit
agreement.

Given that Liberty is currently in default under the credit agreement, we have classiÑed the debt as a
current liability. Neither Reliant Resources nor any other of its subsidiaries is in default under other debt
agreements due to the credit agreement default at Liberty. See note 15(c).

PEDFA Bonds for Seward Plant. One of our wholly-owned subsidiaries is in the process of
constructing a 521 MW waste-coal Ñred, steam electric generation plant located in Pennsylvania. This
facility, the Seward project, was directly owned by an entity, which was not consolidated as of
December 31, 2002; however, due to our adoption of FIN No. 46, eÅective on January 1, 2003, we
consolidated this entity (see note 2(c)). Three series of tax-exempt revenue bonds relating to the Seward
project were issued in December 2001 and April 2002 by the Pennsylvania Economic Development
Financing Authority (PEDFA), for a total of $300 million outstanding as of January 1, 2003. In
September 2003, an additional $100 million in tax-exempt revenue bonds relating to the Seward project
were issued by PEDFA, for a total of $400 million outstanding as of December 31, 2003. Of the net
proceeds from the September 2003 issuance, $95 million was used to pay down borrowings under our
senior secured revolver. The bonds bear interest, which is payable monthly, at a Öoating rate determined
each week. The bonds are non-recourse to Reliant Resources; however, letters of credit totaling
$407 million have been issued under our $2.1 billion senior secured revolver to support the bonds. Upon an
event of default under our March 2003 credit facilities, the banks issuing the letters of credit have the
right to cause the trustee to accelerate the bonds and draw on the letters of credit.
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REMA Term Loans. Reliant Energy Mid-Atlantic Power Holdings, LLC and its subsidiaries'
(REMA) is obligated to provide credit support for its lease obligations (see note 14(a)) in the form of
letters of credit and/or cash resulting from draws on such letters of credit, equal to an amount representing
the greater of (a) the next six months' scheduled rental payments under the related lease or (b) 50% of
the scheduled rental payments due in the next 12 months under the related lease. REMA's lease
obligations are currently supported by the cash proceeds resulting from the draw in August 2003 on three
separate letters of credit and $16 million in letters of credit issued in January 2004. The draw on the
letters of credit constituted the making of term loans to REMA by the banks that had issued the letters of
credit pursuant to provisions that had been contemplated in the original letter of credit facilities at their
inception and did not constitute a default under any of REMA's obligations. Interest on the term loans is
payable at the rate of LIBOR plus 3%. REMA's subsidiaries guarantee REMA's obligations under the
leases and the term loans. The term loans are non-recourse to Reliant Resources.

Reliant Energy Channelview L.P. In 1999, Channelview, a project subsidiary of Reliant Energy
Power Generation, Inc. (REPG), entered into a $475 million syndicated credit facility to Ñnance the
construction and start-up operations of an electric power generation plant located in Channelview, Texas.
The maximum availability under this facility was (a) $92 million in equity bridge loans for the purpose of
paying or reimbursing project costs, (b) $369 million in loans to Ñnance the construction of the project
and (c) $14 million in revolving loans for general working capital purposes. In November 2002, the
construction loans were converted to term loans. On the conversion date, subsidiaries of REPG contributed
cash equity and subordinated debt of $92 million into Channelview, which was used to repay in full the
equity bridge loans advanced by the lenders. The term loans have scheduled maturities from 2004 to 2024.
The revolving working capital facility matures in 2007.

As of December 31, 2003, with the exception of the Ñxed-rate tranche, the term loans and revolving
working capital facility loans bear a Öoating interest rate at the borrower's option based on either LIBOR
or base rate, plus a margin, and the margins increase over time.

Obligations under the term loans and revolving working capital facility are secured by substantially all
of the assets of the borrower. The outstanding borrowings related to the Channelview credit agreement are
non-recourse to Reliant Resources. The Channelview credit agreement contains aÇrmative and negative
covenants, including a negative pledge, that must be met to borrow funds. These covenants are not
anticipated to materially restrict Channelview's ability to borrow funds under the credit facility. The
Channelview credit agreement allows Channelview to pay dividends or make restricted payments only if
speciÑed conditions are satisÑed, including maintaining speciÑed debt service coverage ratios and debt
service reserve account balances. Channelview is not expected to satisfy such conditions in 2004. See
note 2(l) for a detail of restricted cash under the Channelview credit agreement.

(b) Warrants.

As discussed above in (a), we have outstanding 7,835,894 warrants to acquire shares of our common
stock. We determined the fair value of the warrants originally issued of $15 million using a binomial
model, created by independent consultants. The value was recorded as a discount to debt and an increase
to additional paid-in capital. The debt discount is amortized to interest expense using the eÅective interest
method over the life of the related debt. During 2003, we amortized $7 million to interest expense and the
unamortized balance was $8 million as of December 31, 2003.
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(c) Interest Rate Derivative Instruments.

Below are our interest rate derivative instruments:

December 31,

2002 2003

Notional Fair Contracts Notional Fair Contracts
Amount Value Expire Amount Value Expire

(In millions)

Fixed for Öoating interest rate swaps(1) $1,050 $(132) 2003-2010 $ 750 (97) 2005-2010

Interest rate caps(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì $4,500 4 2004-2005

(1) These interest rate swaps hedge the Öoating interest rate risk associated with our Öoating rate long-term debt. These swaps

qualify as cash Öow hedges under SFAS No. 133 and the periodic settlements are recognized as an adjustment to interest

expense in the consolidated statements of operations over the term of the swap agreements. As of December 31, 2002 and 2003,

Öoating rate LIBOR-based interest payments are exchanged for weighted Ñxed rate interest payments of 6.97% and 6.88%,

respectively. As of December 31, 2002 and 2003, these swaps have negative termination values (i.e., we would have to pay). See

note 7 for information regarding our derivative Ñnancial instruments.

(2) The LIBOR interest rates are capped at a weighted average rate of 3.18% for $3.0 billion in 2004 and 4.35% for $1.5 billion in

2005.

In connection with the Orion Power acquisition, the existing interest rate swaps for the Orion
MidWest credit agreement and the Orion NY credit agreement were bifurcated into a debt component
and a derivative component. The fair values of the debt components, approximately $59 million for the
Orion MidWest credit agreement and $31 million for the Orion NY credit agreement, were based on our
incremental borrowing rates at the acquisition date for similar types of borrowing arrangements. The value
of the debt component is amortized to interest expense as interest rate swap payments are made. See
note 7 for information regarding our derivative Ñnancial instruments.

During January 2003, we purchased three-month LIBOR interest rate caps for $29 million to hedge
our Öoating rate risk associated with Reliant Resources' credit facilities. During the Ñrst quarter of 2003,
these interest rate caps qualiÑed as cash Öow hedges of LIBOR-based anticipated borrowings; changes in
fair market value during this period were recorded to other comprehensive income (loss) and
ineÅectiveness was recorded to interest expense. Hedge ineÅectiveness during the Ñrst quarter of 2003
resulted in the recording of $2 million in interest expense on these interest rate caps. EÅective March 31,
2003, these interest rate caps were no longer designated as cash Öow hedges, accordingly, subsequent
changes in the fair market value are being recorded to net income (loss). The unrealized net loss on these
derivative instruments of $15 million (pre-tax) through December 31, 2003 previously reported in other
comprehensive loss will be reclassiÑed into earnings during the periods in which the originally designated
hedged transactions occur. Subsequent to March 31, 2003, we recorded $9 million in interest expense due
to unrealized losses in fair value of the interest rate caps.

In January 2002, we entered into forward-starting interest rate swaps having an aggregate notional
amount of $1.0 billion to hedge the interest rate on a portion of then expected future oÅerings of long-
term Ñxed-rate notes. In 2002, we liquidated these forward-starting interest rate swaps. The liquidation of
these swaps resulted in a loss of $55 million, which was recorded in accumulated other comprehensive loss
and is being amortized into interest expense in the same periods during which the forecasted interest
payment aÅects earnings, which is through 2012. At December 31, 2002 and 2003, the unamortized
balance of such loss was $38 million (pre-tax).
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(10) Stockholders' Equity

(a) Initial Public OÅering and Common Stock Activity.

In May 2001, Reliant Resources oÅered 59.8 million shares of its common stock to the public at an
IPO price of $30 per share and received net proceeds from the IPO of $1.7 billion. Pursuant to the terms
of the master separation agreement with CenterPoint, we used $147 million of the net proceeds to repay
certain indebtedness owed to CenterPoint. We used the remainder of the net proceeds of our IPO for
repayment of third party borrowings, capital expenditures, repurchases of our common stock and payment
of taxes, interest and other payables.

The following table describes our common stock activity for the indicated periods:

Year Ended December 31,

2001 2002 2003

(shares in thousands)

Shares of common stock outstanding, net of treasury stock,
beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 240,000 288,804 290,605

Shares issued in IPO ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59,800 Ì Ì

Shares of treasury stock purchasedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (11,000) Ì Ì

Shares issued to employees under our employee stock purchase
planÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,327 2,711

Shares issued to our savings plan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 309 726

Shares issued under our long-term incentive plans ÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 165 550

Shares of common stock outstanding, net of treasury stock, end
of periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 288,804 290,605 294,592

(b) Treasury Stock Purchases.

During 2001, we purchased 11 million shares of our common stock at an average price of $17.22 per
share, or an aggregate purchase price of $189 million. The 11 million shares in treasury stock purchases
increased CenterPoint's percentage ownership in us from approximately 80% to approximately 83%.
CenterPoint recorded the acquisition of treasury shares under the purchase method of accounting and
pushed down the eÅect to us. As such, we recorded a decrease in net assets from discontinued operations
of $43 million and a decrease in additional paid-in capital of $43 million.

Based on our March 2003 credit facilities and our senior secured notes, our ability to purchase
treasury stock is restricted; see note 9(a).

(c) Treasury Stock Issuances and Transfers.

The following table describes the changes in the number of shares of our treasury stock for the
indicated periods:

Year Ended December 31,

2001 2002 2003

(shares in thousands)

Shares of treasury stock, beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 11,000 9,199

Shares of treasury stock purchasedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,000 Ì Ì

Shares of treasury stock issued to employees under our employee
stock purchase planÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (1,327) (2,711)
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Year Ended December 31,

2001 2002 2003

(shares in thousands)

Shares of treasury stock issued to our savings plan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (309) (726)

Shares of treasury stock issued under our long-term incentive plans Ì (165) (550)

Shares of treasury stock, end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,000 9,199 5,212

(11) Earnings Per Share

The following table presents our basic and diluted weighted average shares outstanding:

Year Ended December 31,

2001 2002 2003

(shares in thousands)

Diluted Weighted Average Shares Calculation:

Weighted average shares outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 277,144 289,953 293,655

Plus: Incremental shares from assumed conversions:

Stock optionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 274 Ì

Restricted stock and performance-based shares ÏÏÏÏÏÏÏÏÏÏÏ 244 1,121 Ì

Employee stock purchase planÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 83 132 Ì

5.00% convertible senior subordinated notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì

Warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì

Weighted average shares assuming dilutionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 277,473 291,480 293,655

For 2001 and 2002, the computation of diluted EPS excludes purchase options for 8,258,098 and
15,875,183 shares of common stock that have an exercise price (ranging from $23.20 to $34.03 per share
and ranging from $8.50 to $34.03 per share, respectively) greater than or equal to the average market price
($22.11 per share and $8.15 per share, respectively) for the respective periods and would thus be anti-
dilutive if exercised.

For 2003, as we incurred a loss from continuing operations, we do not assume any potentially dilutive
shares in the computation of diluted EPS. The computation of diluted EPS excludes incremental shares in
the following amounts from assumed conversions for 2003 (shares in thousands):

Stock optionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 680(1)

Restricted stock and performance-based shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,174

Employee stock purchase planÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 151

5.00% convertible senior subordinated notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,870(2)

Warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 364

(1) For 2003, the incremental shares from assumed conversions exclude purchase options for 17,076,778 shares of common stock

that have an exercise price (ranging from $5.28 to $34.03 per share) greater than or equal to the average market price

($5.16 per share) and would thus be anti-dilutive if exercised.

(2) If we had recorded income from continuing operations for 2003, for purposes of calculating diluted EPS, we would have

increased our income from continuing operations by $5 million for 2003 as it relates to the assumed conversions for our

convertible senior subordinated notes.
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(12) Stock-Based Incentive Compensation Plans and Retirement and Other BeneÑt Plans

(a) Stock-Based Incentive Compensation Plans.

At December 31, 2003, our eligible employees participate in four incentive plans described below.

The Reliant Resources, Inc. 2002 Long-Term Incentive Plan (2002 LTIP) permits us to grant awards
(stock options, restricted stock, stock appreciation rights, performance awards and cash awards) to key
employees, non-employee directors and other individuals who we expect to become key employees within
the following six months. Subject to adjustment as provided in the plan, the aggregate number of shares of
our common stock that may be issued may not exceed 17,500,000 shares. We also sponsor the Long-Term
Incentive Plan of Reliant Resources, Inc. (2001 LTIP), which was eÅective January 31, 2001, and was
amended to provide that no additional awards would be made under the 2001 LTIP after June 6, 2002.
Upon the adoption of the 2002 LTIP, the shares remaining available for grant under the 2001 LTIP,
totaling approximately 3.5 million, became available as authorized shares available for grant under the
2002 LTIP. These shares are included in the total of 17,500,000 shares available under the 2002 LTIP.
Additionally, any shares forfeited under the 2001 LTIP become available for grant under the 2002 LTIP.

The Reliant Resources, Inc. 2002 Stock Plan (2002 Stock Plan) permits us to grant awards (stock
options, restricted stock, stock appreciation rights, performance awards and cash awards) to all of our
employees (excluding oÇcers subject to Section 16 of the Securities Exchange Act of 1934). The board of
directors authorized 6,000,000 shares for grant upon adoption of the 2002 Stock Plan. To the extent these
6,000,000 shares were not granted in 2002, the excess shares were canceled. An additional 6,000,000 shares
were authorized for the 2003 plan year. The total number of shares is adjusted for new grants, exercises,
forfeitures, cancellations and terminations of outstanding awards under the plan throughout the year. We
do not plan to authorize additional shares for this plan after the end of the 2003 plan year.

Prior to the IPO, eligible employees participated in a CenterPoint Long-Term Incentive Compensa-
tion Plan and other incentive compensation plans (collectively, the CenterPoint Plans) that provided for
the issuance of stock-based incentives including performance-based shares, restricted shares, stock options
and stock appreciation rights, to key employees including oÇcers. The Reliant Resources, Inc. Transition
Stock Plan was adopted to govern the outstanding restricted shares and options of CenterPoint common
stock held by our employees prior to the Distribution date, under the CenterPoint Plans. There were
9,100,000 shares authorized under the Reliant Resources, Inc. Transition Stock Plan and it is anticipated
that no additional shares will be issued.

In addition, in conjunction with the Distribution, we entered into an employee matters agreement with
CenterPoint. This agreement covered the treatment of outstanding CenterPoint equity awards (including
performance-based shares, restricted shares and stock options) under the CenterPoint Plans held by our
employees and CenterPoint employees. According to the agreement, each CenterPoint equity award
granted to our employees and CenterPoint employees prior to the agreed upon date of May 4, 2001, that
was outstanding under the CenterPoint Plans as of the Distribution date, was adjusted. This adjustment
resulted in each individual, who was a holder of a CenterPoint equity award, receiving an adjusted equity
award of our common stock and CenterPoint common stock, immediately after the Distribution. The
combined intrinsic value of the adjusted CenterPoint equity awards and our equity awards, immediately
after the record date of the Distribution, was equal to the intrinsic value of the CenterPoint equity awards
immediately before the record date of the Distribution.

Performance-based Shares and Restricted Shares. Performance-based shares and restricted shares
have been granted to employees without cost to the participants. The performance-based shares generally
vest three years after the grant date based upon performance objectives over a three-year cycle, except as
discussed below. The restricted shares vest to the participants at various times ranging from immediate
vesting to vesting at the end of a Ñve-year period. During 2001, 2002 and 2003, we recorded compensation
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expense of $8 million, $4 million and $11 million, respectively, related to performance-based and restricted
share grants.

Prior to the Distribution, our employees and CenterPoint employees held outstanding performance-
based shares and restricted shares of CenterPoint's common stock under the CenterPoint Plans. On the
Distribution date, each performance-based share of CenterPoint common stock outstanding under the
CenterPoint Plans, for the performance cycle ending December 31, 2002, was converted to restricted
shares of CenterPoint's common stock based on a conversion ratio provided under the employee matters
agreement. Immediately following this conversion, outstanding restricted shares of CenterPoint common
stock were converted to restricted shares of our common stock, which shares were subject to their original
vesting schedule under the CenterPoint Plans. The conversion ratio was determined using the intrinsic
value approach described above. As such, our employees and CenterPoint's employees held 302,306 and
87,875 restricted shares, respectively, outstanding under CenterPoint Plans which were converted to
238,457 and 69,334 restricted shares, respectively, of our common stock, of which a majority vested on
December 31, 2002.

The following table summarizes Reliant Resources' performance-based shares and restricted shares
grant activity for 2001, 2002 and 2003:

Performance-
 based Restricted
Shares Shares

Outstanding at December 31, 2000ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì

GrantedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 693,135 156,674

Outstanding at December 31, 2001ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 693,135 156,674

GrantedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 754,182 671,803

Shares relating to conversion of CenterPoint's restricted shares at
Distribution ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 307,791

Released to participants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (253,071)

CanceledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (361,785) (127,930)

Outstanding at December 31, 2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,085,532 755,267

GrantedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,156,103

Released to participants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (263,501) (440,578)

CanceledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (330,714) (467,904)

Outstanding at December 31, 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 491,317 3,002,888

Weighted average grant date fair value of shares granted for 2001ÏÏÏÏ $ 30.00 $ 33.11

Weighted average grant date fair value of shares granted for 2002ÏÏÏÏ $ 10.59 $ 9.26

Weighted average grant date fair value of shares granted for 2003ÏÏÏÏ $ Ì $ 3.93

Stock Options. Under both CenterPoint's and our plans, stock options generally vest over a three-
year period and expire after ten years from the date of grant. The exercise price is equal to or greater than
the market value of the applicable common stock on the grant date.

As of the record date of the Distribution, CenterPoint converted all outstanding CenterPoint stock
options granted prior to May 4, 2001 (totaling 7,761,960 stock options) to a combination of CenterPoint
stock options totaling 7,761,960 stock options at a weighted average exercise price of $17.84 and Reliant
Resources stock options totaling 6,121,105 stock options with a weighted average exercise price of $8.59.
The conversion ratio was determined using an intrinsic value approach as described above.
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The following table summarizes Reliant Resources stock option activity for 2001, 2002 and 2003:

Weighted Average
Options Exercise Price

Outstanding at December 31, 2000ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì

Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,826,432 $29.82

CanceledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (245,830) 28.28

Outstanding at December 31, 2001ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,580,602 29.86

Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,141,267 10.57

Options relating to conversion of CenterPoint's stock options at
Distribution ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,121,105 8.59

CanceledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,674,238) 22.25

Outstanding at December 31, 2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,168,736 16.99

Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,726,797 3.83

CanceledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,012,376) 18.44

Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (333) 4.95

Outstanding at December 31, 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,882,824 13.98

Options exercisable at December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,500 $30.00

Options exercisable at December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,232,294 $16.16

Options exercisable at December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,722,136 $15.47

The following table summarizes, with respect to Reliant Resources, the range of exercise prices and
the weighted average remaining contractual life of the options outstanding and the range of exercise prices
for the options exercisable at December 31, 2003:

Options Outstanding Options Exercisable

Weighted
Weighted Average Weighted
Average Remaining Average

Options Exercise Contractual Options Exercise
Outstanding Price Life (Years) Outstanding Price

Ranges of Exercise Prices

Exercisable at:

$2.44 Ì $10.00 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,982,718 $ 6.04 6.0 6,423,643 $ 7.23

$10.01 Ì $20.00 ÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,900,887 11.17 6.0 3,602,374 11.29

$20.01 Ì $34.03 ÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,999,219 29.96 5.4 4,696,119 29.96

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,882,824 13.98 5.8 14,722,136 15.47

Of the outstanding and exercisable stock options as of December 31, 2003, 20,135,837 and 13,028,449,
respectively, relate to our current or former employees. The remainder of outstanding and exercisable stock
options as of December 31, 2003, primarily relate to employees of CenterPoint.

Employee Stock Purchase Plan. In the second quarter of 2001, we established the Reliant
Resources, Inc. Employee Stock Purchase Plan (ESPP) under which we are authorized to sell up to
18,000,000 shares of our common stock to our employees. Under the ESPP, employees may contribute up
to 15% of their compensation, as deÑned, towards the purchase of shares of our common stock at a price
of 85% of the lower of the market value at the beginning or end of each six-month oÅering period. The
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initial purchase period began on the date of the IPO and ended December 31, 2001. The market value of
the shares acquired in any year may not exceed $25,000 per individual. Amounts contributed in excess of
$21,250 during a purchase period will be refunded to the employee. The following table details the number
of shares (and price per share) issued under our ESPP for 2002 and 2003 and through January 2004:

Shares Price/Share

January 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 550,781 $14.07

July 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 776,062 7.44

January 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 717,931 2.66

July 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,992,845 2.82

January 2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 763,402 5.27

Pro Forma EÅect on Net Income (Loss). In accordance with SFAS No. 123, we apply the intrinsic
value method contained in APB No. 25 and disclose the required pro forma eÅect on net income (loss)
and earnings (loss) per share as if the fair value method of accounting for stock compensation was used.
The weighted average grant date fair value for an option to purchase our common stock granted during
2001, 2002 and 2003 was $13.35, $5.09 and $3.10, respectively. The weighted average grant date fair value
of a purchase right issued under our ESPP during 2001, 2002 and 2003 was $9.24, $4.51 and $1.80,
respectively. The weighted average grant date fair value for an option to purchase CenterPoint common
stock granted during 2001 was $9.25. The fair values were estimated using the Black-Scholes option
valuation model with the following weighted average assumptions:

Reliant Resources Stock
Options

2001 2002 2003

Expected life in years ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 5 5

Risk-free interest rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.94% 4.43% 2.75%

Estimated volatility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42.65% 46.99% 113.64%

Expected common stock dividendÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0% 0% 0%

Reliant Resources Purchase
Rights under ESPP

2001 2002 2003

Expected life in months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8 6 6

Risk-free interest rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.92% 1.89% 1.18%

Estimated volatility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46.48% 71.32% 110.73%

Expected common stock dividendÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0% 0% 0%

CenterPoint Stock
Options 2001

Expected life in yearsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5

Risk-free interest rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.87%

Estimated volatility of CenterPoint common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31.91%

Expected common stock dividend ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.75%

For 2001 and 2002, we determined stock option expected volatility based on an average of the
historical volatility of our common stock and a group of companies we consider similar to us. For 2003, we
determined stock option expected volatility based on the historical volatility of our common stock. The
Black-Scholes option valuation model was developed for use in estimating the fair value of traded options,
which have no vesting restrictions and are fully transferable. In addition, option valuation models require
the input of highly subjective assumptions including the expected stock price volatility. Because our
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employee stock options and purchase rights have characteristics signiÑcantly diÅerent from those of traded
options, and because changes in the subjective input assumptions can materially aÅect the fair value
estimate, in our opinion, the existing models do not necessarily provide a single measure of the fair value
of our employee stock options and purchase rights.

For the pro forma computation of net income (loss) and earnings (loss) per share as if the fair value
method of accounting had been applied to all stock awards, see note 2(h).

(b) Pension.

We sponsor multiple noncontributory deÑned beneÑt pension plans covering certain union and non-
union employees. Depending on the plan, the beneÑt payment is either based on years of service with Ñnal
average salary and covered compensation, or in the form of a cash balance account which grows based on
a percentage of annual compensation and accrued interest.

Prior to March 1, 2001, we participated in CenterPoint's noncontributory cash balance pension plan.
EÅective March 1, 2001, we no longer accrued beneÑts under this noncontributory pension plan for our
domestic non-union employees (Resources Participants). EÅective March 1, 2001, each Resources
Participant's unvested pension account balance became fully vested and a one-time beneÑt enhancement
was provided to some qualifying participants. During the Ñrst quarter of 2001, we incurred a charge to
earnings of $83 million (pre-tax) for a one-time beneÑt enhancement and a gain of $23 million (pre-tax)
related to the curtailment of CenterPoint's pension plan. In connection with the Distribution, we incurred a
loss of $65 million (pre-tax) related to the accounting settlement of the pension obligation. In connection
with recording the accounting settlement, CenterPoint contributed certain beneÑt plan deferred losses, net
of taxes, totaling $18 million that were deemed to be associated with our beneÑt obligation. Upon the
Distribution, we eÅectively transferred to CenterPoint our pension obligation. After the Distribution, each
Resources Participant may elect to have his accrued beneÑt (a) left in the CenterPoint pension plan for
which CenterPoint is the plan sponsor, (b) rolled over to our savings plan or an individual retirement
account or (c) paid in a lump-sum or annuity distribution.
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Our funding policy is to review amounts annually in accordance with applicable regulations in order to
determine contributions necessary to achieve adequate funding of projected beneÑt obligations. We use a
December 31 measurement date for our plans. Our pension obligation and funded status are as follows:

Year Ended
December 31,

2002 2003

(In millions)

Change in BeneÑt Obligation

BeneÑt obligation, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $137.6 $ 72.5

Service costÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.4 8.1

Interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.1 4.9

Curtailments and beneÑts enhancement ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.6 Ì

Settlement loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.8

Transfers to aÇliates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (125.7) Ì

Acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39.8 Ì

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6.2) (3.2)

Plan amendmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.0 0.7

Actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.9 7.1

BeneÑt obligation, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 72.5 $ 90.9

Change in Plan Assets

Fair value of plan assets, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $152.8 $ 29.5

Transfers/allocations to aÇliates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (147.0) Ì

Employer contributions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.8 12.4

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6.2) (3.2)

Acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20.9 Ì

Actual investment returnÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.2 7.1

Fair value of plan assets, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 29.5 $ 45.8

Reconciliation of Funded Status

Funded status ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(43.0) $(45.1)

Unrecognized prior service cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.0 2.4

Unrecognized actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18.2 20.2

Net amount recognized, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(22.8) $(22.5)

Amounts recognized in the consolidated balance sheets are as follows:

December 31,

2002 2003

(In millions)

Accrued beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(24.6) $(23.0)

Intangible assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.8 0.5

Accumulated other comprehensive lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.0 Ì

Net amount recognized ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(22.8) $(22.5)
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The accumulated beneÑt obligation for all deÑned beneÑt plans was $50 million and $61 million at
December 31, 2002 and 2003, respectively.

Net pension cost includes the following components:

Year Ended December 31,

2001 2002 2003

(In millions)

Service cost Ì beneÑts earned during the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3.5 $ 6.4 $ 8.1

Interest cost on projected beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.2 10.1 4.9

Expected return on plan assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (11.9) (12.9) (2.7)

Curtailment and beneÑts enhancementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44.9 0.6 Ì

Accounting settlement charge ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 64.9 0.6

Net amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.6 0.1 1.1

Net pension cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 45.3 $ 69.2 $12.0

The signiÑcant weighted average assumptions used to determine the pension beneÑt obligation include
the following:

December 31,

2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.75% 6.25%

Rate of increase in compensation levels ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.0-4.5% 4.5%

The signiÑcant weighted average assumptions used to determine the net pension cost include the
following:

Year Ended December 31,

2001 2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.5% 7.25% 6.75%

Rate of increase in compensation levels ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.5-5.5% 3.5-5.5% 4.0-4.5%

Expected long-term rate of return on assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.0% 8.5-9.5% 8.5%

As of December 31, 2003, our expected long-term rate of return on pension plan assets is developed
based on third party models. These models consider expected inÖation, current dividend yields, expected
corporate earnings growth and risk premiums based on the expected volatility of each asset category. The
expected long-term rates of return for each asset category are weighted to determine our overall expected
long-term rate of return on pension plan assets. In addition, peer data and historical returns are reviewed.

Our pension plan weighted average asset allocations at December 31, 2002 and 2003 and target
allocation for 2004 by asset category are as follows:

Percentage of
Plan Assets at Target
December 31, Allocation
2002 2003 2004

Domestic equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55% 55% 55%

International equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 15 15

Debt securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 30 30

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100% 100% 100%
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In managing the investments associated with the pension plans, our objective is to exceed, on a
net-of-fee basis, the rate of return of a performance benchmark composed of the following indices:

Asset Class Index Weight

Domestic equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Wilshire 5000 Index 55%

International equity securities ÏÏÏÏÏÏÏÏÏÏÏÏ MSCI All Country World Ex-U.S. Index 15

Debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Lehman Brothers Aggregate Bond Index 30

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100%

As a secondary measure, asset performance is compared to the returns of a universe of comparable
funds, where applicable, over a full market cycle.

During 2001, 2002 and 2003, we made cash contributions of $1 million, $8 million and $12 million,
respectively, to our pension plans. We expect cash contributions to approximate $15 million during 2004.

Information for pension plans with an accumulated beneÑt obligation in excess of plan assets is as
follows:

December 31,

2002 2003

(In millions)

Projected beneÑt obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $70.9 $90.9

Accumulated beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48.7 60.7

Fair value of plan assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28.0 45.8

Prior to the Distribution, we participated in CenterPoint's non-qualiÑed pension plan which allowed
participants to retain the beneÑts to which they would have been entitled under CenterPoint's qualiÑed
noncontributory pension plan except for the federally mandated limits on these beneÑts or on the level of
salary on which these beneÑts may be calculated. EÅective March 1, 2001, we no longer provide future
non-qualiÑed pension beneÑts to our employees. In connection with the Distribution, we assumed
CenterPoint's obligation related to our employees under the non-qualiÑed pension plan. The expense
associated with this non-qualiÑed plan was $2 million, $3 million and $6 million in 2001, 2002 and 2003,
respectively. During 2003, we recognized an accounting settlement charge of $5 million (pre-tax) related
to participants in our non-qualiÑed pension plan rolling over to a non-qualiÑed deferred compensation plan
established in 2002, as further discussed below. We believe it was appropriate to discontinue the
application of pension accounting to these beneÑts. After the Distribution, participants in the non-qualiÑed
pension plan were given the opportunity to elect to receive distributions or have their account balance
funded into a rabbi trust. Accordingly, $17 million of the non-qualiÑed pension plan account balances was
transferred to the rabbi trust, as discussed below. The accrued beneÑt liability for the non-qualiÑed pension
plan was $5 million and $6 million as of December 31, 2002 and 2003, respectively (excluding the liability
related to participants rolling over to a non-qualiÑed deferred compensation plan). In addition, the accrued
beneÑt liabilities as of December 31, 2002 and 2003 include the recognition of minimum liability
adjustments of $7 million and $2 million, respectively, which is reported as a component of other
comprehensive income (loss), net of income tax eÅects.

(c) Savings Plan.

We have employee savings plans that are tax-qualiÑed plans under Section 401(a) of the Internal
Revenue Code of 1986, as amended (Code), and include a cash or deferred arrangement under
Section 401(k) of the Code for substantially all our employees. Prior to February 1, 2002, our non-union
employees, except for REMA non-union employees and our foreign subsidiaries' employees, participated in
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CenterPoint's employee savings plan that is a tax qualiÑed plan under Section 401(a) of the Code, and
included a cash or deferred arrangement under Section 401(k) of the Code.

Under the plans, participating employees may contribute a portion of their compensation, pre-tax or
after-tax, generally up to a maximum of 16% of compensation with the exception of the Orion Power
savings plan under which contributions are generally up to a maximum of 18% of compensation. Our
savings plans matching contribution and any payroll period discretionary employer contribution will be
made in cash; any discretionary annual employer contribution, as applicable, may be made in our common
stock, cash or both.

Our savings plans beneÑt expense was $20 million, $24 million and $29 million in 2001, 2002 and
2003, respectively.

(d) Postretirement BeneÑts.

EÅective March 1, 2001, we discontinued providing subsidized postretirement beneÑts to our domestic
non-union employees. We incurred a pre-tax loss of $40 million in the Ñrst quarter of 2001 related to the
curtailment of our postretirement obligation. In connection with the Distribution, we incurred a pre-tax
gain of $18 million related to the accounting settlement of postretirement beneÑt obligations. Prior to
March 1, 2001, through a CenterPoint subsidized postretirement plan, we provided some postretirement
beneÑts for substantially all of our retired employees. We continue to provide subsidized postretirement
beneÑts to certain union employees and Orion Power employees. We fund our postretirement beneÑts on a
pay-as-you-go basis. We use a December 31 measurement date for our plans.
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Accumulated postretirement beneÑt obligation and funded status are as follows:

Year Ended
December 31,

2002 2003

(In millions)

Change in BeneÑt Obligation

BeneÑt obligation, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 28.0 $ 58.3

Service costÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.8 3.1

Interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.7 3.9

BeneÑt payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (0.6)

Participant contributions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.1

Acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31.0 Ì

Plan amendmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.5 Ì

Accounting settlement gainÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (22.2) Ì

Actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.5 7.9

BeneÑt obligation, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 58.3 $ 72.7

Change in Plan Assets

Fair value of plan assets, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ Ì

Employer contributions Ì 0.5

Participant contributions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.1

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (0.6)

Fair value of plan assets, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ Ì

Reconciliation of Funded Status

Funded status ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(58.3) $(72.7)

Unrecognized prior service cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.5 8.5

Unrecognized actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.1 12.6

Net amount recognized, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(43.7) $(51.6)

Amounts recognized in the consolidated balance sheets are as follows:

December 31,

2002 2003

(In millions)

Accrued beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(43.7) $(51.6)
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Net postretirement beneÑt cost includes the following components:

Year Ended December 31,

2001 2002 2003

(In millions)

Service cost Ì beneÑts earned during the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.6 $ 3.8 $3.1

Interest cost on projected beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.3 3.7 3.9

Curtailment charge ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39.5 Ì Ì

Accounting settlement gain ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (17.6) Ì

Net amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.1 0.3 1.4

Net postretirement beneÑt cost (beneÑt)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $42.5 $ (9.8) $8.4

The signiÑcant weighted average assumptions used to determine the accumulated postretirement
beneÑt obligation include the following:

December 31,

2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.75% 6.25%

Rate of increase in compensation levels ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.5% 4.5%

The signiÑcant weighted average assumptions used to determine the net postretirement beneÑt cost
include the following:

Year Ended December 31,

2001 2002 2003

Discount rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.5% 7.25% 6.75%

Rate of increase in compensation levelsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.0% 2.0-4.5% 4.5%

The following table shows our assumed health care cost trend rates used to measure the expected cost
of beneÑts covered by our postretirement plan:

Year Ended December 31,

2001 2002 2003

Health care cost trend rate assumed for next yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.0% 11.25% 10.5%

Rate to which the cost trend rate is assumed to gradually declineÏÏÏÏ 5.5% 5.5% 5.5%

Year that the rate reaches the rate to which it is assumed to decline 2011 2011 2011

Assumed health care cost trend rates have a signiÑcant eÅect on the amounts reported for our health
care plans. A one-percentage-point change in assumed health care cost trend rates would have the
following eÅects as of December 31, 2003:

One-Percentage
Point

Increase Decrease

(In millions)

EÅect on service and interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1 $ (1)

EÅect on accumulated postretirement beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13 (11)

During 2002, the retiree medical beneÑts for certain union employees were redesigned to allow for a
company-provided subsidy for premium coverage attributable to qualifying employees. This resulted in a
$10 million increase in the accumulated postretirement beneÑt obligation during 2002.
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In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003
became law. This law introduces a prescription drug beneÑt, as well as a federal subsidy under certain
circumstances to sponsors of retiree health care beneÑt plans. In January 2004, the FASB issued FASB
StaÅ Position No. 106-1, ""Accounting and Disclosure Requirements Related to the Medicare Prescription
Drug, Improvement and Modernization Act of 2003.'' This FASB staÅ position permits sponsors of
postretirement health care plans that provide a prescription drug beneÑt to make a one time election to
defer accounting for the eÅects of this law until the earlier of: (a) the issuance of authoritative guidance
on accounting for the federal subsidy or (b) the occurrence of a signiÑcant event that would call for
remeasurement of a plan's assets and obligations, such as a plan amendment, settlement or curtailment.
We have elected to defer accounting for the eÅects of this law. The measurements of our accumulated
postretirement beneÑt obligation and net periodic postretirement beneÑt cost do not reÖect the eÅect of
this law. When authoritative guidance on accounting for the federal subsidy is issued, we will revise our
accounting as required.

(e) Postemployment BeneÑts.

We record postemployment beneÑts based on SFAS No. 112, ""Employer's Accounting for
Postemployment BeneÑts,'' which requires the recognition of a liability for beneÑts provided to former or
inactive employees, their beneÑciaries and covered dependents, after employment but before retirement
(primarily health care and life insurance beneÑts for participants in the long-term disability plan). Net
postemployment beneÑt costs were insigniÑcant for 2001 and 2002 and $3 million for 2003.

(f) Other Non-qualiÑed Plans.

EÅective January 1, 2002, key and highly compensated employees are eligible to participate in our
non-qualiÑed deferred compensation and savings restoration plan. The plan allows eligible employees to
elect to defer up to 80% of their annual base salary and/or up to 100% of their eligible annual bonus. In
addition, the plan allows participants to retain the beneÑts which they would have been entitled to under
our qualiÑed savings plans, except for the federally mandated limits on these beneÑts or on the level of
salary on which these beneÑts may be calculated. We fund these deferred compensation and savings
restoration liabilities by making contributions to a rabbi trust. Plan participants direct the allocation of
their deferrals and restoration beneÑts between one or more of our designated investment funds within the
rabbi trust.

Through 2001, certain eligible employees participated in CenterPoint's deferred compensation plans,
which permit participants to elect each year to defer a percentage of that year's salary and up to 100% of
that year's annual bonus. Interest generally accrued on deferrals made in 1989 and subsequent years at a
rate equal to the average Moody's Long-Term Corporate Bond Index plus 2%, determined annually until
termination when the rate is Ñxed at the greater of the rate in eÅect at age 64 or at age 65. Fixed rates of
19% to 24% were established for deferrals made in 1985 through 1988. We recorded interest expense
related to these deferred compensation obligations of $4 million, $2 million and $1 million in 2001, 2002
and 2003, respectively. Each of our employees that participated in this plan has elected to have his
CenterPoint non-qualiÑed deferred compensation plan account balance, after the Distribution: (a) paid in
a lump-sum distribution, (b) placed in a new deferred compensation plan established by us, which
generally mirrors the former CenterPoint deferred compensation plans, or (c) rolled over to our deferred
compensation and savings restoration plan discussed above.

Our discounted deferred compensation obligation related to the deferred compensation obligation
under the plan that mirrors the CenterPoint deferred compensation plan was $12 million as of
December 31, 2002 and 2003. Our deferred compensation and savings restoration liability related to the
deferred compensation and savings restoration plan established eÅective January 1, 2002 (discussed above)
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was $23 million and $28 million and the related investment in the rabbi trust was $23 million and
$28 million as of December 31, 2002 and 2003, respectively.

(g) Other Employee Matters.

As of December 31, 2003, approximately 27% of our employees are subject to collective bargaining
arrangements, of which contracts covering 7% of our employees will expire prior to December 31, 2004.

(13) Income Taxes

The components of income (loss) from continuing operations before income taxes are as follows:

Year Ended December 31,

2001 2002 2003

(In millions)

United StatesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $779.1 $233.7 $(812.6)

Foreign ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (27.6) (4.4) (9.5)

Income (loss) from continuing operations before income taxes ÏÏ $751.5 $229.3 $(822.1)

Our current and deferred components of income tax expense (beneÑt) were as follows:

Year Ended December 31,

2001 2002 2003

(In millions)

Current

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $254.5 $(59.7) $ (14.3)

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.8 31.5 34.4

Foreign ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2.7) 0.2 0.2

Total current ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 255.6 (28.0) 20.3

Deferred

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23.7 140.7 90.0

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15.6 (7.1) (30.2)

Foreign ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4.0) 0.4 Ì

Total deferred ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35.3 134.0 59.8

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $290.9 $106.0 $ 80.1
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A reconciliation of the federal statutory income tax rate to the eÅective income tax rate is as follows:

Year Ended December 31,

2001 2002 2003

(In millions)

Income (loss) from continuing operations before income taxes ÏÏÏÏ $751.5 $229.3 $(822.1)

Federal statutory rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35% 35% 35%

Income tax expense (beneÑt) at statutory rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 263.0 80.3 (287.7)

Net addition (reduction) in taxes resulting from:

Wholesale energy goodwill impairment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 344.8

State income taxes, net of valuation allowances and federal
income tax beneÑtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.6 15.9 2.8

Goodwill amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.6 Ì Ì

Federal and foreign valuation allowances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 11.6 3.3

Commodity Futures Trading Commission settlementÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 6.3

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.7 (1.8) 10.6

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.9 25.7 367.8

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $290.9 $106.0 $ 80.1

EÅective rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38.7% 46.2% NM(1)

(1) Not meaningful as we had a pre-tax loss of $822 million and income tax expense of $80 million. The primary reason is due to

the wholesale energy segment's goodwill impairment of $985 million, for which no tax beneÑt can be recognized as the goodwill

is non-deductible.
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Following were our tax eÅects of temporary diÅerences between the carrying amounts of assets and
liabilities in the consolidated Ñnancial statements and their respective tax bases:

As of December 31,

2002 2003

(In millions)

Deferred tax assets:

Current:

Allowance for doubtful accounts and credit provisions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 30.7 $ 29.8

Contractual rights and obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13.7 Ì

Adjustment to fair value for debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.9 8.6

Operating loss carryforwardsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 66.8 Ì

Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 66.9

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.5 12.4

Total current deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 129.6 117.7

Non-current:

Employee beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51.5 61.9

Operating loss carryforwardsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55.2 293.7

Environmental reserves ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21.5 15.1

Trading and derivative liabilities, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 10.0

Foreign exchange gains ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11.6 5.5

Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48.7 Ì

Adjustment to fair value for debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 49.9 38.2

Contractual rights and obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.8

Equity method investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.6 6.0

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31.1 32.2

Valuation allowanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (48.3) (263.1)

Total non-current deferred tax assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 230.8 200.3

Total deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 360.4 $ 318.0

Deferred tax liabilities:

Current:

Trading and derivative assets, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 61.7 $ 18.7

Hedges of net investment in foreign subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20.6 Ì

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.3 2.5

Total current deferred tax liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 89.6 21.2
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As of December 31,

2002 2003

(In millions)

Non-current:

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 583.5 699.0

Trading and derivative assets, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.3 Ì

Contractual rights and obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.3 Ì

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25.8 19.9

Total non-current deferred tax liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 620.9 718.9

Total deferred tax liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 710.5 $ 740.1

Accumulated deferred income taxes, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(350.1) $(422.1)

Tax Attribute Carryovers. At December 31, 2003, we had approximately $797 million, $41 million
and $570 million of state and foreign net operating loss carryforwards and capital loss carryforwards,
respectively. As of December 31, 2003, we did not have any federal net operating loss carryforwards. The
state loss carryforwards, foreign loss carryforwards and capital loss carryforwards can be carried forward to
oÅset future income or capital gains, as applicable, through the years 2023, 2010 and 2008, respectively.

Subsequent to the Distribution, we ceased being a member of the CenterPoint consolidated tax group.
This separation could have future income tax implications for us. Our separation from the CenterPoint
consolidated tax group changed our overall future income tax posture. As a result, we could be limited in
our future ability to eÅectively use future tax attributes. We agreed with CenterPoint that we may carry
back net operating losses we generate in our tax years after deconsolidation to tax years when we were part
of the CenterPoint consolidated tax group subject to CenterPoint's consent and any existing statutory
carryback limitations. CenterPoint agreed not to unreasonably withhold such consent. In accordance with
this agreement, in 2003, we carried back net operating losses related to the fourth quarter of 2002 to
CenterPoint's pre-Distribution tax years and received a $76 million tax refund in January 2004. In
addition, in February 2004, we received $9 million from CenterPoint in settlement of certain tax matters
pursuant to such agreement.

The valuation allowance reÖects a $46 million net increase in 2002 and a $215 million net increase in
2003. The net increase in 2002 results primarily from increased state net operating losses and impairments
on capital assets. In addition, in connection with the Orion Power acquisition, we recorded a valuation
allowance of $30 million in 2002 due to state net operating losses. The net increase in 2003 results
primarily from (a) increased state net operating losses in jurisdictions where we do not expect to receive a
future tax beneÑt and (b) a capital loss on the sale of our European energy operations. These net changes
for 2002 and 2003 also resulted from a reassessment of our future ability to use federal, state and foreign
tax net operating loss and capital loss carryforwards.

(14) Commitments

(a) Lease Commitments.

REMA Sale-leasebacks. In 2000, we entered into separate sale-leaseback transactions with each of
three owner-lessors' respective 16.45%, 16.67% and 100% interests in the Conemaugh, Keystone and
Shawville generating facilities, respectively, acquired in the REMA acquisition during 2000. As lessee, we
lease an interest in each facility from each owner-lessor under a facility lease agreement. We expect to
make lease payments through 2029 under these leases, with total cash payments of $1.3 billion remaining
as of December 31, 2003. The lease terms expire in 2026 (Shawville facility) and 2034 (Conemaugh and
Keystone facilities). The equity interests in all the subsidiaries of REMA are pledged as collateral for
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REMA's lease obligations and the subsidiaries have guaranteed the lease obligations. Additionally, REMA
is obligated to provide credit support for its lease obligations. See note 9(a) for discussion. These lease
obligations, which were entered into in connection with a Ñnancing transaction, are non-recourse to Reliant
Resources. During 2001, 2002 and 2003, we made lease payments related to the REMA sale-leasebacks of
$259 million, $138 million and $77 million, respectively. As of December 31, 2002 and 2003, we have
recorded a prepaid lease obligation related to the REMA sale-leasebacks of $59 million in other current
assets and of $200 million and $218 million, respectively, in other long-term assets.

The lease documents contain restrictive covenants that restrict REMA's ability to, among other
things, make dividend distributions unless REMA satisÑes various conditions. As of December 31, 2003,
all of these conditions were met.

Tolling Agreements. In the Ñrst quarter of 2001, we entered into tolling arrangements with a third
party to purchase the rights to utilize and dispatch electric generating capacity of approximately
1,100 MW extending through 2012. Two gas-Ñred, simple-cycle peaking plants generate this electricity.
We did not pay any amounts under these tolling arrangements during 2001. We paid $45 million and
$54 million in tolling payments during 2002 and 2003, respectively. The tolling arrangements qualify as
operating leases.

We have a long-term oÇce space lease for our corporate headquarters. The lease term, which
commenced in 2003, expires in 2018, subject to two Ñve-year renewal options.

Cash Obligations Under Operating Leases. The following table sets forth information concerning our
cash obligations under non-cancelable long-term operating leases as of December 31, 2003. Other non-
cancelable, long-term operating leases principally consist of tolling arrangements, as discussed above, rental
agreements for building space, including the oÇce space lease discussed above, data processing equipment
and vehicles, including major work equipment:

REMA Sale-
Leaseback Obligation Other Total

(In millions)

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 84 $ 97 $ 181

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75 95 170

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64 94 158

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 65 68 133

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62 63 125

2009 and thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 997 385 1,382

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,347 $802 $2,149

Operating Lease Expense. Total lease expense for all operating leases was $72 million, $117 million
and $159 million during 2001, 2002 and 2003, respectively.

(b) Construction Agency Agreements with OÅ-balance Sheet Entities in 2001 and 2002.

In 2001, certain of our subsidiaries entered into operative documents with entities to facilitate the
development, construction, Ñnancing and leasing of several power generation projects. We did not
consolidate the entities as of December 31, 2002. Certain of our subsidiaries acted as construction agents
for these entities and were responsible for completing construction of these projects by December 31, 2004.
However, we had generally limited our risk during construction to an amount not to exceed 89.9% of costs
incurred to date, except in certain events. Upon completion of an individual project and exercise of the
lease option, our subsidiaries would have been required to make lease payments in an amount suÇcient to
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provide a return to the investors. Reliant Resources had guaranteed its subsidiaries' obligations under the
operative agreements during the construction periods. As of December 31, 2002, the entities had property,
plant and equipment of $1.3 billion, net other assets of $3 million and secured debt obligations of
$1.3 billion. As of December 31, 2002, the entities had equity from unaÇliated third parties of $49 million.

Due to the adoption of FIN No. 46 (as explained in note 2(c)), we began to consolidate these
entities eÅective January 1, 2003. The Ñnancing agreements, the construction agency agreements and the
related guarantees were terminated as part of the reÑnancing in March 2003. For information regarding the
reÑnancing, see note 9(a).

(c) OÅ-balance Sheet Equipment Financing Structure in 2001 and 2002.

We, through a subsidiary, entered into an agreement with a bank in 2000 whereby the bank, as owner,
entered into contracts for the purchase and construction of power generation equipment and our subsidiary,
or its subagent, acted as the bank's agent in connection with administering the contracts for such
equipment. The agreement was terminated in September 2002. Our subsidiary, or its designee, had the
option at any time to purchase, or, at equipment completion, subject to certain conditions, to lease the
equipment or to assist in the remarketing of the equipment under terms speciÑed in the agreement. We
were required to cash collateralize our obligation to administer the contracts. This cash collateral was
approximately equivalent to the total payments by the bank for the equipment, interest and other fees. As
of December 31, 2001, we had deposits of $230 million in the collateral account.

In January 2002, the bank sold to the parties to the construction agency agreements discussed above,
equipment contracts with a total contractual obligation of $258 million, under which payments and interest
during construction totaled $142 million. Accordingly, $142 million of collateral deposits were returned to
us. In May 2002, we were assigned and exercised a purchase option for a contract for equipment totaling
$20 million under which payments and interest during construction totaled $8 million. We used $8 million
of our collateral deposits to complete the purchase. After the purchase, we canceled the contract and
recorded a $10 million loss on the cancellation of the contract, which included a $2 million termination
fee. Immediately prior to the expiration of the agreement in September 2002, we terminated the
agreement and were assigned and exercised purchase options for contracts for steam and combustion
turbines and two heat recovery steam generators with an aggregate cost of $121 million under which
payments and interest during construction totaled $94 million. We used $94 million of our collateral
deposits to complete the purchase.

Pursuant to SFAS No. 144, ""Accounting for the Impairment or Disposal of Long-Lived Assets''
(SFAS No. 144), we evaluated for impairment the steam and combustion turbines and two heat recovery
steam generators purchased in September 2002. Based on our analysis, we determined this equipment was
impaired and accordingly recognized a $37 million pre-tax impairment loss that is recorded as depreciation
expense in 2002 in our consolidated statement of operations. The fair value of the equipment and thus the
impairments were determined using a combination of quoted market prices and prices for similar assets.

(d) Payment to CenterPoint in 2004.

Consistent with the Texas electric restructuring law, we expect to make a payment to CenterPoint for
our residential customers. This provision of the law requires a payment be made to CenterPoint unless, as
of December 31, 2003, 40% or more of the electric power consumed in 2000 by each class of customer in
the Houston service territory was provided by other retail electric providers. Currently, we estimate the
payment to be $175 million and expect that the payment will be made in the fourth quarter of 2004. This
amount is computed by multiplying $150 by the number of residential customers that we served on
January 1, 2004 in the Houston service territory, less the number of residential customers we served in
other areas of Texas on that same date. We recognized $128 million (pre-tax) in the third and fourth
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quarters of 2002 and $47 million (pre-tax) in the Ñrst quarter of 2003 for a total accrual of $175 million
as of December 31, 2003. We recognized the total obligation over the period we recognized the related
revenues.

We will not be required to make a similar payment for small commercial customers because in
January 2004 the PUCT found that the 40% target for small commercial customers was reached before
the end of 2003.

(e) Guarantees.

We have guaranteed, in the event CenterPoint becomes insolvent, certain non-qualiÑed beneÑts of
CenterPoint's and its subsidiaries' existing retirees at the date of Distribution. The estimated maximum
potential amount of future payments under this guarantee was approximately $58 million and $57 million
as of December 31, 2002 and 2003, respectively. There are no assets held as collateral. There is no liability
recorded in our consolidated balance sheet as of December 31, 2003 for this guarantee. We believe the
likelihood that we would be required to perform or otherwise incur any signiÑcant losses associated with
this guarantee is remote.

We have entered into contracts that include indemniÑcation and guarantee provisions as a routine part
of our business activities. Examples of these contracts include asset purchase and sale agreements,
commodity purchase and sale agreements, operating agreements, service agreements, lease agreements,
procurement agreements and certain debt agreements. In general, these provisions indemnify the
counterparty for matters such as breaches of representations and warranties and covenants contained in the
contract and/or against certain speciÑed liabilities. In the case of commodity purchase and sale
agreements, generally damages are limited through liquidated damages clauses whereby the parties agree
to establish damages as the costs of covering any breached performance obligations. In the case of debt
agreements, we generally indemnify against liabilities that arise from the preparation, entry into,
administration or enforcement of the agreement. Under these indemniÑcations and guarantees, the
maximum potential amount is not estimable given that the magnitude of any claims under the
indemniÑcations would be a function of the extent of damages actually incurred, which is not practicable
to estimate unless and until the event occurs. We consider the likelihood of making any material payments
under these provisions to be remote.

(f) Other Commitments.

Property, Plant and Equipment Purchase Commitments. As of December 31, 2003, we had two
generating facilities under construction. Total estimated cost of constructing these facilities is $1.2 billion.
As of December 31, 2003, we had incurred $1.1 billion of the total forecasted project costs.
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Fuel Supply, Commodity Transportation, Purchase Power and Electric Capacity Commitments. We
are a party to fuel supply contracts, commodity transportation contracts, and purchase power and electric
capacity contracts, that have various quantity requirements and durations that are not classiÑed as trading
and derivative assets and liabilities and hence are not included in our consolidated balance sheet as of
December 31, 2003. Minimum purchase commitment obligations under these agreements are as follows, as
of December 31, 2003:

Purchased Power and
Transportation Electric Capacity

Fuel Commitments Commitments Commitments

(In millions)

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $250 $ 107 $1,172

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 192 109 462

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 129 107 85

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54 97 Ì

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14 92 Ì

2009 and thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 139 1,009 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $778 $1,521 $1,719

Our aggregate electric capacity commitments, including capacity auction products, are for
22,612 MW, 12,276 MW and 5,168 MW for 2004, 2005 and 2006, respectively. Included in the above
purchase power and electric capacity commitments are amounts acquired from Texas Genco. For
additional discussion of this commitment, see note 4.

As of December 31, 2003, the maximum remaining terms under any individual fuel supply contract,
transportation contract and purchased power and electric and gas capacity contract is 16 years, 20 years
and three years, respectively.

Sale Commitments. As of December 31, 2003, we have sale commitments, including electric energy
and capacity sale contracts, which are not classiÑed as trading and derivative assets and liabilities and
hence are not included in our consolidated balance sheet. At execution, the estimated minimum sale
commitments under these contracts were $1.9 billion, $751 million, $210 million, $39 million and
$2 million in 2004, 2005, 2006, 2007 and 2008, respectively.

In addition, in January 2002, we began providing retail electric services to approximately 1.7 million
residential and small commercial customers previously served by CenterPoint's electric utility division. In
the Houston area, the Texas electric restructuring law required us, as a former aÇliate of the transmission
and distribution utility in Houston, to sell electricity to residential or small commercial customers only at a
speciÑed price, or ""price-to-beat'' until the earlier of January 1, 2005, or the date that 40% or more of the
electric power consumed by the applicable customer class is served by other retail electric providers. In
January 2004, the PUCT made such a determination for small commercial customers and we are now
permitted to sell electricity at unregulated prices both outside and in the Houston area for these customers.
We do not expect to meet the 40% test for our residential customers in the Houston area. The price-to-
beat was the only price that could be oÅered by us to residential and small commercial customers in the
Houston area throughout 2003. The Texas electric restructuring law requires us to continue to make
electricity available for our small commercial customers in the Houston area at the price-to-beat until
January 1, 2007. The PUCT's regulations allow our retail electric provider to adjust its price-to-beat fuel
factor based on a percentage change in the price of natural gas. In addition, the retail electric provider
may also request an adjustment as a result of changes in the price of purchased energy. We can request up
to two adjustments to our price-to-beat in each year. During 2002 and 2003, we requested and the PUCT
approved two such adjustments in each year.
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Provider of Last Resort Contracts. One of our subsidiaries is contractually obligated through the end
of 2004 to provide energy to Duquesne Light Company to satisfy the demands of any customer in its
service area that purchases power from Duquesne Light Company as its ""provider of last resort.'' These
contracts do not specify a minimum or maximum quantity of energy to be supplied. Although we expect to
produce more energy than needed to meet these contractual obligations, it is possible that, due to seasonal
variations in demand or operational outages, our subsidiary may occasionally need to purchase energy from
third parties to cover its contractual obligations. Since these events are likely to occur at times of higher
market prices, we are at risk that the cost of power purchased may exceed the Ñxed prices for power under
contracts with Duquesne Light Company. Failure to provide suÇcient energy under the terms of the
contracts could give rise to, in addition to other direct damages, penalties of up to $1,000 per megawatt
hour, depending upon the circumstances of such under delivery. During 2002 and 2003, we did not incur
or pay any penalties.

Naming Rights to Houston Sports Complex. In October 2000, we acquired the naming rights for a
football stadium and other convention and entertainment facilities included in the stadium complex. The
agreement extends through 2032. In addition to naming rights, the agreement provides us with signiÑcant
sponsorship rights. The aggregate cost of the naming rights is approximately $300 million. Starting in 2002,
we began to pay $10 million each year, which will continue through 2032, for the annual naming,
advertising and other beneÑts under this agreement.

Long-term Power Generation Maintenance Agreements. We have entered into long-term mainte-
nance agreements that cover certain periodic maintenance, including parts, on power generation turbines.
The long-term maintenance agreements terminate over the next 5 to 13 years based on turbine usage.
Estimated cash payments over the next Ñve years for these agreements are as follows (in millions):

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 50

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38

2006ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36

2007ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48

2008ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $211

Other Commitments. In addition to items discussed in our consolidated Ñnancial statements, our
other contractual commitments have various quantity requirements and durations and are not considered
material either individually or in the aggregate to our results of operations or cash Öows.

(15) Contingencies

(a) Legal and Environmental Matters.

We are involved in a number of legal, environmental and other proceedings before courts and
governmental agencies. We are also subject to ongoing investigations by various governmental agencies,
including investigations into possible criminal law violations. Although we cannot predict the outcome of
these proceedings, many of these matters involve substantial claim amounts which, in the event of an
adverse judgment, could have a material adverse eÅect on our results of operations, Ñnancial condition and
cash Öows.

Legal Matters.

In connection with several of the following proceedings, CenterPoint and certain of its subsidiaries are
parties to such proceedings. Pursuant to our indemnity agreement with CenterPoint, we have assumed the
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defense and related indemnity obligations arising from claims against CenterPoint and its subsidiaries in
each of the related proceedings.

Class Action Lawsuits

Western States Electricity Class Actions. Certain of our operating subsidiaries have been named,
along with a number of other defendants, including a subsidiary of CenterPoint, as defendants in class
action lawsuits in California. In general, the plaintiÅs allege that our operating subsidiaries unlawfully
conspired to increase wholesale electricity prices in California from 2000 to 2001. The lawsuits seek
injunctive relief, treble damages, restitution of overpayments, disgorgement of unlawful proÑts and legal
expenses. These lawsuits fall into three groups:

‚ The Ñrst group consists of six lawsuits originally Ñled in the fourth quarter of 2000 and the Ñrst
quarter of 2001 and subsequently consolidated in one proceeding before the United States District
Court for the Southern District of California. In December 2002, the court ordered that the six
lawsuits be tried in California state court. The court's order is under appeal before the United
States Court of Appeals for the Ninth Circuit.

‚ The second group consists of eight lawsuits originally Ñled in the second quarter of 2002 and
subsequently consolidated into one proceeding before the United States District Court for the
Southern District of California. In August 2003, the court dismissed seven of the eight cases on the
basis of federal preemption and the Ñled rate doctrine, the eighth case not having been served on
any of the defendants. The plaintiÅs have appealed to the United States Court of Appeals for the
Ninth Circuit.

‚ The third group consists of a multi-state class action lawsuit Ñled in May 2003 against an operating
company of our wholesale energy segment and a subsidiary of CenterPoint that is currently pending
before the United States District Court for the Southern District of California.

Snohomish County PUD Class Action. In July 2002, the Snohomish County Public Utility District
(PUD) Ñled a lawsuit on behalf of itself and its customer-owners against one of our wholesale energy
segment operating companies, along with a number of other defendants. The plaintiÅs allege manipulation
of the price of electricity purchased by the utility for its customers in violation of California's antitrust and
unfair and unlawful business practices laws. In January 2003, the United States District Court for the
Southern District of California dismissed the lawsuit on the basis of federal preemption and the Ñled rate
doctrine. The plaintiÅs have appealed to the United States Court of Appeals for the Ninth Circuit.

Natural Gas Class Actions. We, and certain of our operating companies, along with a number of
other defendants, including a subsidiary of CenterPoint, are parties to two class action lawsuits
consolidated before the United States District Court of Nevada, and a third that has been conditionally
transferred to the United States District Court of Nevada from the United States District Court for the
Eastern District of California. In each of the three suits, the plaintiÅs allege a conspiracy to increase the
price of natural gas in California in violation of the Cartwright Act and California's antitrust and unfair
and unlawful business practices laws. In one of the lawsuits, the plaintiÅs allege violations of the federal
Sherman Act. The lawsuits seek injunctive and declaratory relief, treble the amount of damages,
restitution, disgorgement of unjust enrichment, costs of suit and attorneys' fees.

A fourth class action was Ñled in February 2004, in Superior Court of the State of California,
San Diego County against one of our operating subsidiaries and a number of other defendants. Similar to
the other class actions, plaintiÅs allege a conspiracy to increase the price of natural gas in California in
violation of the Cartwright Act and California's antitrust and unfair and unlawful business practices laws.
The plaintiÅs seek injunctive and declaratory relief, treble the amount of damages, disgorgement of unjust
enrichment, costs of suit and attorneys' fees.
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We and certain of our operating companies, along with a number of other defendants, are also parties
to a taxpayer representative lawsuit Ñled in November 2002 by the California Lieutenant Governor in the
Superior Court of the State of California, Los Angeles County on behalf of purchasers of gas and power in
California. The plaintiÅ alleges a conspiracy to increase the price of natural gas in California in violation
of the Cartwright Act and California's antitrust and unfair and unlawful business practices laws. The
lawsuit seeks injunctive and declaratory relief, treble damages, restitution and legal fees.

Natural Gas Futures Complaints. Certain of our wholesale energy segment operating companies and
a subsidiary of CenterPoint are defendants in three class action lawsuits pending before the United States
District Court for the Southern District of New York (originally Ñled in August, October and November
2003, respectively). The plaintiÅs in each case allege that the defendants manipulated the price of natural
gas and thereby inÖuenced natural gas futures traded on the New York Mercantile Exchange in violation
of the Commodity Exchange Act, and seek unspeciÑed damages on behalf of themselves and the
respective putative class members.

State Attorney General Lawsuits/Complaints

California Attorney General Actions. In March 2002, the California Attorney General Ñled a lawsuit
against Reliant Resources, a subsidiary of CenterPoint and several of our wholesale energy segment
operating companies. The lawsuit alleged violations of state laws against unfair and unlawful business
practices arising out of transactions in the markets for ancillary services run by the California Independent
System Operator (Cal ISO). The lawsuit sought injunctive relief, disgorgement of our alleged unlawful
proÑts for sales of electricity and civil penalties. In March 2003, the United States District Court for the
Northern District of California dismissed this lawsuit on the basis of federal preemption and the Ñled rate
doctrine. The California Attorney General has appealed to the United States Court of Appeals for the
Ninth Circuit.

In March 2002, the California Attorney General Ñled a complaint against two of our wholesale energy
segment operating companies with the FERC. The complaint alleges that the failure of our operating
companies to Ñle transaction-speciÑc information about sales and purchases resulted in a refund obligation
to the extent that such transactions took place at prices above ""just and reasonable'' rates. In May 2002,
the FERC denied the complaint but ordered our operating companies to Ñle revised transaction reports
regarding prior sales in California spot markets. In September 2002, the California Attorney General
petitioned the United States Court of Appeals for the Ninth Circuit for review of FERC's decision.

In April 2002, the California Attorney General sued Reliant Resources, a subsidiary of CenterPoint,
and several of our wholesale energy segment operating companies. The lawsuit is substantially similar to
the complaint Ñled with the FERC described above. In addition, the lawsuit alleges that we charged unjust
and unreasonable prices for electricity and that each unjust charge violated California law. The lawsuit
seeks Ñnes of up to $2,500 for each alleged violation and other equitable relief. In March 2003, the United
States District Court for the Northern District of California dismissed this lawsuit on the basis of federal
preemption and the Ñled rate doctrine. The California Attorney General has appealed to the United States
Court of Appeals for the Ninth Circuit.

In April 2002, the California Attorney General and the California Department of Water Resources
(CDWR) sued Reliant Resources, a subsidiary of CenterPoint and several of our wholesale energy
segment operating companies in the United States District Court for the Northern District of California.
The plaintiÅs allege that our acquisition of electric generating facilities from Southern California Edison in
1998 violated Section 7 of the Clayton Act, which prohibits mergers or acquisitions that substantially
lessen competition. The lawsuit alleges that the acquisitions gave us market power, which we then
exercised to overcharge California consumers for electricity. The lawsuit seeks injunctive relief against
alleged unfair competition, divestiture of our California facilities, disgorgement of alleged illegal proÑts,
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damages and civil penalties for each alleged exercise of illegal market power. In March 2003, the court
dismissed the plaintiÅs' claim for damages under Section 7 of the Clayton Act but declined to dismiss the
plaintiÅs' injunctive claim for divestiture of our California facilities.

Montana Attorney General Action. On June 30, 2003, the Montana Attorney General and Flathead
Electric Cooperative sued one of our wholesale energy segment operating companies, along with a number
of other defendants, in the First Judicial District Court of Montana, County of Lewis and Clark. The
plaintiÅs allege that, together with other energy and trading company defendants named in the suit, our
operating companies conspired to restrain trade and to Ñx and manipulate the price for electricity and
natural gas in violation of various provisions of Montana's Unfair Trade Practices and Consumer
Protection Act. The lawsuit seeks injunctive relief, treble the amount of damages alleged, costs of suit and
attorneys' fees, but has not been served on any of the defendants.

Private Litigants

Sierra PaciÑc Resources and Nevada Power Company. In November 2003, Nevada Power Company
named us as a defendant in arbitration before the American Arbitration Association. Nevada Power alleges
that we conspired to drive up the price of natural gas in violation of various state and federal laws. Nevada
Power seeks $15 million in the arbitration for its alleged damages.

Los Angeles Department of Water and Power (LADWP). In July 2003, the City of Los Angeles
sued Reliant Resources, CenterPoint and one of our wholesale energy segment operating companies in the
Superior Court in California. The case has been conditionally removed to the United States District Court
of Nevada to proceed with the natural gas class actions discussed above. The lawsuit alleges that we
conspired to manipulate the price for natural gas in breach of our contract to supply LADWP with natural
gas and in violation of federal and state antitrust laws, the federal Racketeer InÖuenced and Corrupt
Organization Act and the California False Claims Act. The lawsuit seeks treble damages for the alleged
overcharges for gas purchased by LADWP, which it estimates at $218 million, interest, and legal costs.
The lawsuit also seeks a determination that an extension of the contract with LADWP was invalid in that
required municipal approvals for the extension were allegedly not obtained.

In January of 2004, the City of Los Angeles Ñled a similar lawsuit against us and other natural gas
trading and marketing companies in California Superior Court. The lawsuit alleges many of the same state
law claims but does not allege the federal law claims included in the Ñrst lawsuit.

Nevada Power and PaciÑcCorp Complaints. In June 2003, the FERC denied a series of complaints
Ñled by Nevada Power Company and PaciÑcCorp, which sought reformation of certain forward power
contracts those companies had with several counterparties, including one of our subsidiaries. The
complainants have appealed.

Texas Commercial Energy. In July 2003, Texas Commercial Energy, LLP Ñled a lawsuit against us
and several other participants in the ERCOT power market in the Corpus Christi Federal District Court
for the Southern District of Texas. The plaintiÅ, a retail electricity provider in the ERCOT market, alleges
that the defendants committed violations of state and federal antitrust laws, fraud, negligent misrepresenta-
tion, breach of Ñduciary duty, breach of contract and civil conspiracy. The lawsuit seeks damages in excess
of $535 million, exemplary damages, treble damages, interest, costs of suit and attorneys' fees. In
November 2003, two other retail electric providers in the ERCOT market requested to intervene in this
action as plaintiÅs making factual allegations similar to those made by Texas Commercial Energy, LLP
and seeking the same kinds of relief, although not specifying the amount of damages they seek. The
intervention motion and the motions to dismiss Texas Commercial Energy, LLP's complaint are set for
hearing in May 2004.
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Bankruptcy of Enron Corp. and Its AÇliates. In the fourth quarter of 2001, Enron Corp. Ñled a
voluntary petition for bankruptcy. Accordingly, we recorded a $68 million provision, comprised of
provisions against 100% of Enron receivables of $79 million oÅset by net trading and derivative balances of
$11 million. In 2002, we sued Enron Canada Corp., the only Enron party to our netting agreement which
is not in bankruptcy, in United States District Court for the Southern District of Texas to recover
$78 million (an amount which reÖects the netting pursuant to the netting agreement of amounts among
various Enron subsidiaries and our subsidiaries). The case is pending. However, in January 2003, Enron
sued us in United States Bankruptcy Court for the Southern District of New York claiming $13 million
based on the unenforceability of the netting agreement.

In November 2003, Enron Canada Corp., which is seeking to enjoin our lawsuit against it in Texas,
initiated a lawsuit in Canada involving a gas purchase and sale contract underlying our netting agreement.
Enron Canada Corp. asserts that the netting agreement is unenforceable and that our Canadian subsidiary
has therefore breached the gas purchase and sale agreement by failing to pay approximately $4 million
under the gas purchase and sale agreement. Enron Canada Corp. alleges that we are also liable for this
amount under a guarantee. We have not yet been served in this lawsuit.

In addition, on December 1, 2003, a subsidiary of Enron Corp. sued one of our subsidiaries, Reliant
Energy Services, Inc. (Reliant Energy Services), in United States Bankruptcy Court for the Southern
District of New York for $85 million. Enron alleges that a series of related natural gas Ñnancial swap
transactions executed by and among Enron, Reliant Energy Services and the Bank of Montreal on
November 5, 2001, resulted in set-oÅs against debts with Enron, which should be invalidated under the
preference, set-oÅ and fraudulent conveyance provisions of the bankruptcy code.

The non-trading derivatives with Enron were designated as cash Öow hedges (see note 7). The
unrealized net gain on these derivative instruments previously reported in other comprehensive income
(loss) will remain in accumulated other comprehensive loss and will be reclassiÑed into earnings during
the period in which the originally forecasted transactions occur. During 2002 and 2003, $52 million gain
and $3 million loss, respectively, was reclassiÑed into earnings related to these cash Öow hedges. As of
December 31, 2002 and 2003, the remaining amount to be reclassiÑed into earnings through 2007 was
$6 million and $3 million of losses, respectively.

RMF Industrial Contracting, Inc. In July 2003, a subcontractor participating in the construction of
our 521 MW electric generating facility, the Seward project, Ñled a mechanics' lien in the amount of
$36 million against property owned by one of our subsidiaries. The subcontractor has alleged that the
contractor for the Seward project prevented the subcontractor from completing its work on the project and
failed to pay it for work performed on the project. The terms of the engineering, procurement and
construction contract for the project permits our subsidiary to withhold payments to the contractor to
protect itself against the possibility that the lien is found to be valid, and requires the contractor to
indemnify and hold our subsidiary harmless from the mechanics' lien and the cost of defending related
actions. As of March 1, 2004, our subsidiary has withheld payments to the contractors in an aggregate
amount exceeding $36 million. The existence of the mechanics' lien does not constitute a default or an
event of default under any of our, or our subsidiaries' credit agreements. The matter is pending before the
United States District Court for the Western District of Pennsylvania.

PUCT Cases. Since 2002, the PUCT has approved various increases to the fuel factor component
contained in our ""price-to-beat.'' Parties opposing the increases have Ñled for judicial review of the
PUCT's orders in state district court in Travis County, Texas. To date, the court has aÇrmed the Ñrst
PUCT ruling. While the other rulings are pending at the district court, the parties opposing the increases,
have appealed the district court's decision. In each of these proceedings we are vigorously contesting the
appeal.

F-73



RELIANT RESOURCES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Trading and Marketing Investigations

FERC Investigations of Western Market Issues. In October 2003, we entered into a settlement
agreement with the FERC resolving its investigations and proceedings in connection with its ongoing
review of western energy markets (exclusive of pending FERC proceedings concerning refund obligations
in connection with wholesale electricity sales into the Cal ISO and California Power Exchange (Cal PX)
markets, as described below in note 15(b), and the gaming show cause proceedings, described below). The
settlement provides that:

‚ We make three cash settlement payments, totaling $25 million, into a fund established for the
beneÑt of California and western market electricity consumers. In October 2003, we paid
$15 million into the fund; additional payments of $5 million each shall be made in September 2005
and 2006;

‚ We oÅer capacity from a portion (totaling 824 MW) of our generation portfolio in California to the
market for one-year terms for delivery commencing in 2004, 2005, and 2006 on a unit-contingent,
gas-tolling basis; we will pay the diÅerence, up to $25 million, between the collected auction
revenues and our projected cash costs to generate the power into the fund described above; the
requirement to oÅer this capacity to the market ceases at the earlier of three years, or the point in
time when projected auction revenues less our cost to generate power reach $25 million; and

‚ Until October 2004, our sales in the western power markets will be subject to review, and we will
report sales data to the FERC on a transaction-by-transaction basis; we have also made other
commitments in the settlement regarding providing information to the FERC upon request.

In 2003, we oÅered, but did not receive qualifying bids for, capacity from the 824 MW portion of our
California generation portfolio for the 12-month period beginning April 1, 2004. Although the units will be
subject to up to two more auctions, we have mothballed the units comprising this portion of our California
generation portfolio.

Under the terms of the settlement, we retain the ability to make sales of power at market-based rates.
The FERC also found no reason to investigate us further with respect to physical withholding of power. In
addition, the FERC addressed in the settlement the issues surrounding our trading of natural gas at the
Topock, Arizona delivery point that had been raised in a March 2003 report by the FERC staÅ. The
FERC found that our trading activities did not violate either the Natural Gas Act or any FERC
regulations, that there was no evidence of any intent by our trader or us to manipulate the price of natural
gas and that, as a result, no remedy was necessary.

In 2003, we recognized a $37 million pre-tax loss for the settlement based on (a) the present value
($24 million) of the cash settlement payments ($25 million) and (b) the fair value of our obligation to
oÅer capacity from our power generation portfolio ($13 million) during 2005 and 2006, based on an option
valuation model. The amount of the liability ascribed to each auction period will be oÅset against the
payments required to be made to the FERC, if any, resulting from contracts entered into as a result of
such auction. If there are no contracts that result from an auction, the associated liability for that period
will be reversed in the period that the auction occurs.

The gaming show cause proceedings involve allegations that certain of our subsidiaries unlawfully
gamed the California markets by engaging in double selling and paper trading of ancillary services and by
engaging in so-called ricochet trades. The FERC staÅ found no foundation to the allegations that our
subsidiaries engaged in paper trading, ricochet transactions or collusive gaming practices. While not
admitting the allegations of double selling of ancillary services, our subsidiaries entered into a settlement
with the FERC in which we agreed to pay $836,000 in resolution of allegations of double selling. The
settlement resolved related allegations of double selling of ancillary services made by the Cal ISO in July
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2003 against our operating subsidiaries and the Cal ISO's proposed rescission of approximately $11 million
paid to us. The FERC denied the proposed rescission and found that all allegations of double selling of
ancillary services were to be resolved in the gaming show cause proceedings.

In January 2003, in connection with the FERC's investigation of potential manipulation of electricity
and natural gas prices in the Western United States, the FERC approved a stipulation and consent
agreement between the FERC staÅ and us relating to certain actions taken by some of our traders over a
two-day period in June 2000. Under the agreement, we agreed to pay $14 million (which was expensed in
the fourth quarter of 2002) directly to customers of the Cal PX and certain other terms, including a
requirement to abide by a must oÅer obligation to submit bids for all of our uncommitted, available
capacity from our plants located in California into a California spot market one additional year following
termination of our existing must oÅer obligation or until December 31, 2006, whichever is later.

Investigations by the CFTC. In November 2003, we entered into a settlement with the Commodity
Futures Trading Commission (CFTC) in connection with an investigation relating to trading and price
reporting issues. The settlement addressed the reporting of natural gas trading information to energy
industry publications that compile and report index prices and seven oÅsetting and pre-arranged electricity
trades that were executed on an electronic trading platform in 2000. Pursuant to the terms of the
settlement, without admitting or denying liability, one of our subsidiaries agreed to pay a civil monetary
penalty of $18 million, which was paid and expensed in the fourth quarter of 2003.

Investigations by United States Attorneys. We have received subpoenas and informal requests from
the United States Attorneys for the Southern District of New York, the Southern District of Texas and
the Northern District of California for documents, interviews and other information pertaining to ""round
trip trades,'' price reporting and alleged price manipulation. We have produced information to each of the
United States Attorneys' oÇces. The United States Attorney for the Southern District of New York has
closed its investigation.

In response to July 24, 2003, Grand Jury subpoenas, a number of current and former employees have
given interviews to the United States Attorney for the Northern District of California or testiÑed before
the Grand Jury investigating allegations of electricity price manipulation. On March 5, 2004, the United
States Attorney's oÇce for the Northern District of California informed our counsel that it intends to seek
a criminal indictment against our subsidiary, Reliant Energy Services, and certain of its current and former
employees (none of whom is an oÇcer of Reliant Resources), alleging price manipulation based on the
curtailment of electricity generation in California on two days in June 2000. The allegation of price
manipulation during this two-day period was the subject of the settlement with the FERC in January 2003
described above. In our settlement, we neither admitted nor denied that these actions aÅected prices in
any market, or violated any law, tariÅ or regulation.

We do not believe that our subsidiary engaged in actions in violation of laws, tariÅs or regulations in
eÅect at the time and intend vigorously to contest the allegations. We do not believe that this action
against our subsidiary will have a material impact on our ongoing business operations, including any
impact on our credit or debt agreements, the wholesale license held by our subsidiary, the retail and
wholesale licenses held by our other subsidiaries or contracts and agreements to which our subsidiary is a
party.

The United States Attorney for the Southern District of Texas is currently investigating natural gas
reporting price issues. This investigation could result in civil or criminal actions being brought against us,
certain of our subsidiaries or our current or former employees.
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Shareholder Class Actions

We are defendants in 15 class action lawsuits Ñled on behalf of purchasers of our securities and the
securities of CenterPoint. The lawsuits allege that the defendants violated federal securities laws by, among
other things, making false and misleading statements about trading volumes and revenues. The lawsuits
seek monetary damages on behalf of persons who purchased CenterPoint securities during speciÑed class
periods. In August 2002, the shareholder lawsuits were consolidated into one proceeding before the United
States District Court, Southern District of Texas, Houston Division. In March 2003, we and the other
defendants Ñled a motion to dismiss certain of the claims. In January 2004, the court dismissed with
prejudice the federal and state securities fraud claims. With the dismissal of all fraud-related claims, the
only remaining claims against us are claims under Section 11 and 15 of the Securities Act of 1933
pertaining to statements made in our registration statement for our initial public oÅering.

Illinois Shareholder Lawsuit. On February 7, 2003, a lawsuit was Ñled against CenterPoint and
certain of our former and current employees in United States District Court for the Northern District of
Illinois, Eastern Division. The plaintiÅs allege violations of federal securities law, Illinois common law and
the Illinois Consumer Fraud and Deceptive Trade Practices Act. The lawsuit makes allegations similar to
those made in the other class action lawsuits and seeks treble damages and legal expenses. In January
2004, the court dismissed the action for failing plead facts supporting plaintiÅs' claims, but also granting
plaintiÅs leave to Ñle an amended complaint to attempt to cure the pleading defects.

ERISA Action. On May 30, 2002, a class action lawsuit was Ñled in the United States District
Court, Southern District of Texas, Houston Division against us and CenterPoint, on behalf of participants
in our and CenterPoint's employee beneÑts plans. The lawsuit alleges breach of Ñduciary duties in violation
of the Employee Retirement Income Security Act in connection with investment decisions made by the
plans in CenterPoint and our securities. The lawsuit seeks monetary damages and restitution. In May
2003, the defendants Ñled a motion to dismiss the claims. In January 2004, the court dismissed us as a
defendant from this proceeding on standing grounds. CenterPoint, and certain members of CenterPoint's
beneÑts committee, remain in this case.

Shareholder Derivative Actions

Derivative Lawsuit. On May 17, 2002, a derivative lawsuit was Ñled against our directors and
independent auditors in the 269th Judicial District, Harris County, Texas. The lawsuit alleges that the
defendants breached their Ñduciary duties to us by causing us to conduct our business in an imprudent and
unlawful manner. Among other things, the lawsuit cites (a) alleged failures to implement and maintain an
adequate internal accounting control system, (b) ""round trip trading transactions'' (including the
dissemination of materially misleading and inaccurate information regarding revenue and trading volume)
and (c) withholding power in the California market in June 2000. The lawsuit seeks monetary damages on
our behalf.

In December 2002, our board of directors appointed a special litigation committee to investigate the
claims asserted in the lawsuit. The special litigation committee was assisted in its investigation by external
counsel appointed by the committee. In December 2003, the special litigation committee determined that
it would not be in our best interest to proceed with the derivative lawsuit. The special litigation committee
has asked the court to dismiss the suit.

Environmental Matters.

REMA Ash Disposal Site Closures and Site Contaminations. REMA is responsible for environmen-
tal costs related to (a) the closure of six ash disposal sites and (b) site contamination investigations and
remediation requirements at four of its generation facilities. Based on our evaluations with assistance from
third-party consultants and engineers, we have recorded the estimated aggregate costs associated with these
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environmental liabilities of $35 million and $23 million as of December 31, 2002 and 2003, respectively, of
which we expect to spend $8 million over the next Ñve years.

Orion Power Environmental Contingencies. Orion Power is liable under the terms of a consent order
issued in 2000 with the New York State Department of Environmental Conservation (NYSDEC) for past
releases of petroleum and other substances at two of its generation facilities. Based on our evaluations with
assistance from third-party consultants and engineers, we have developed remediation plans for both
facilities. As of December 31, 2002 and 2003, we have recorded the estimated liability for the remediation
costs of $8 million and $7 million, respectively, which we expect to pay out through 2008.

Under a separate consent order issued by the NYSDEC in 2000, Orion Power is required to evaluate
certain technical changes to modify the intake cooling system of one of its plants. Orion Power and the
NYSDEC will discuss the technical changes to be implemented. Depending on the outcome of these
discussions, including the form of technology ultimately selected, we estimate that capital expenditures
necessary to comply with the order could meet or exceed $87 million. We expect to begin construction on
a portion of the cooling water intake in 2004.

Orion Power is responsible for environmental liabilities associated with the future closure of three ash
disposal sites in Pennsylvania. As of December 31, 2002 and 2003, the total estimated liability determined
by management with assistance from third-party engineers and recorded by Orion Power for these disposal
sites was $14 million and $11 million, respectively, of which $1 million is to be paid over the next Ñve
years.

New Source Review Matters. The United States Environmental Protection Agency (EPA) has
requested information from six of our coal-Ñred facilities, as well as two of our Orion Power facilities,
related to work activities conducted at the sites that may be associated with various permitting
requirements of the Clean Air Act. We have responded to the EPA's requests for information. In addition
to the EPA's requests for information, the New Jersey Department of Environmental Protection requested
from the EPA a copy of all correspondence relating to the EPA's request for information for one of the six
facilities, which request the EPA has granted. Furthermore, the New York state attorney general's oÇce
and the Pennsylvania Department of Environmental Protection recently requested from the EPA a copy of
all such correspondence relating to all six facilities, which the EPA granted.

Other Matters.

We are involved in other legal and environmental proceedings before various courts and governmental
agencies regarding matters arising in the ordinary course of business, some of which involve substantial
amounts. We believe that the eÅects on our Ñnancial statements, if any, from the disposition of these
matters will not have a material adverse eÅect on our results of operations, Ñnancial condition or cash
Öows.

(b) California Energy Sales Credit and Refund Provisions.

As of December 31, 2003, our consolidated balance sheet included a $189 million net receivable,
included in the $242 million below, for energy sales in California that relate to sales of power by us into
the markets run by the Cal ISO and the Cal PX in 2000 and 2001.

The receivable remains outstanding as a result of defaults by purchasers of power in the Cal ISO and
Cal PX markets in 2000 and 2001, primarily, the two investor owned utilities, PaciÑc Gas and Electric
(PG&E) and Southern California Edison Company (SCE). The receivable is also the subject of the
refund proceeding initiated by the FERC in 2001 regarding prices charged by our wholesale energy
segment in California from October 2, 2000 through June 20, 2001.

SCE has paid to the Cal ISO and the Cal PX all amounts due by it on account of power purchases;
however, no distributions have been made pending resolution of the FERC refund proceeding. PG&E Ñled
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for protection under the bankruptcy laws in April 2001 and has not made payment on account of these
pre-petition claims. In December 2003, the bankruptcy court conÑrmed PG&E's plan of reorganization.
The plan of reorganization adopts a settlement agreement with the California Public Utilities Commission
and calls for the payment of our claim, including interest thereon, in cash and in an amount determined by
the FERC in the refund proceeding. There is an appeal and request for rehearing pending the bankruptcy
conÑrmation order and the California Public Utilities Commission's order approving the settlement
agreement, respectively.

We have receivables due from the Cal ISO, the Cal PX and the CDWR for energy sales in the
California wholesale market during the fourth quarter of 2000 through December 31, 2003. Our gross
receivables for California energy sales are adjusted for (a) an expected refund obligation, (b) a credit
reserve and (c) interest receivable. The adjustments impacted our net receivables as follows:

December 31,

2002 2003

(In millions)

Accounts receivable, excluding refund obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $306 $326

Refund obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (191) (81)

Credit reserve ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6) (21)

Interest receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 18

Accounts receivable, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $114 $242

During 2001, 2002 and 2003, we adjusted our estimated refund obligation and credit reserve (netted
in revenues) and interest income (recorded in interest income) related to energy sales in California as
follows (income (loss)):

Year Ended December 31,

2001 2002 2003

(In millions)

Refund obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(15) $(176) $110

Credit reserve(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (29) 62 (15)

Interest receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 5 13

Net impact on net income/loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(44) $(109) $108

(1) We recorded a credit reserve provision in 2000 of $39 million relating to energy sales in California; taken together with our

impacts in 2001, 2002 and 2003, we have a net credit reserve of $21 million as of December 31, 2003.

FERC Refund Proceedings. We are a party to a refund proceeding initiated by the FERC in 2001
regarding wholesale electricity prices charged by our wholesale energy segment in California from
October 2, 2000 through June 20, 2001.

Based on the refund methodology adopted by the FERC, we currently estimate our refund obligation
to be between $81 million and $210 million for energy sales in California. We base this estimate on a
number of assumptions:

‚ the amounts charged by us for wholesale electricity sales in California during the refund period as
computed by the Cal ISO; and

‚ the refund methodology adopted by the FERC in July 2001, as modiÑed in March 2003 and
October 2003 (a) to use a ""proxy'' gas price based on producing area daily price indices plus
posted transportation costs and (b) to permit a reduction in refund liability if actual gas costs
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during the refund period exceeded allowed gas costs under the proxy gas price used in the FERC's
refund formula.

The low end of the range of our estimate, which we have recorded, is based on a refund calculation
factoring in a reduction in the total FERC refund based on (a) the actual cost paid for gas over the
proposed proxy gas price and (b) exclusion of all purchases made by the CDWR from the refund
calculation. The high end of the range of our estimate of the refund obligation assumes that the refund
obligation is not adjusted for (a) the actual cost paid for gas over the proposed proxy gas price and
(b) purchases made by the CDWR that were in excess of the amounts needed to meet the needs of the
California utilities. We continue to assess our low and high ends of the range and our most probable
estimate within that range based on the FERC orders which clarify/modify the refund calculation
methodology and it is possible that we could have additional changes to our accrual and/or our range in
the future.

During 2001, we established a $15 million reserve for potential refund obligations. During 2002, we
recognized an additional reserve for potential refund obligations of $176 million resulting in a reserve of
$191 million as of December 31, 2002. During 2003, we reversed $110 million of previously recorded
refund provisions due to the decisions by the FERC in March and October 2003 permitting us to Ñle to
recover our actual gas costs to the extent they exceed the amount determined using the proxy gas price
under the modiÑed refund formula. As of December 31, 2003, our reserve for refunds related to energy
sales in California was $81 million.

It is our current expectation that the amount of refunds we ultimately are determined to owe will be
oÅset against our uncollected receivables for energy sales in California.

California Credit Provision. During 2000 and 2001, we recorded net pre-tax credit provisions against
receivable balances related to energy sales in California of $39 million and $29 million, respectively,
resulting in a pre-tax credit provision of $68 million as of December 31, 2001. During 2002, we reversed
$62 million of this provision resulting in a $6 million provision as of December 31, 2002. The reversal in
2002 resulted from collections of outstanding receivables during the period, a determination that credit risk
had been reduced on the remaining outstanding receivables as a result of payments in 2002 to the Cal PX
and due to the write-oÅ of receivables as a result of a May 2002 FERC order and related interpretations
and a March 2003 FERC order discussed above. During 2003, we recorded additional credit provisions of
$15 million due to the reversal of refund provisions discussed above. As of December 31, 2003, we had a
remaining pre-tax credit provision of $21 million against these receivable balances. We will continue to
assess the collectability of these receivables based on further developments in the FERC refund proceeding
and will adjust the credit reserve to reÖect the impact of such developments in the periods in which they
occur.

Interest Calculation. During 2002 and 2003, we recorded net interest income of $5 million and
$13 million, respectively. We estimated net interest income based on:

‚ the December 2002 Ñndings of the presiding administrative law judge in the FERC refund
proceeding, described above;

‚ the lowest range in our estimated potential refund;

‚ the receivable balance outstanding; and

‚ the quarterly interest rates for the applicable time period as designated by the FERC.

(c) Tolling Agreement for Liberty's Generating Station.

LEP owns a 530 MW combined cycle gas Ñred power generation facility (the Liberty generating
station). Liberty Ñnanced the construction costs of the Liberty generating station with borrowings under a
credit agreement of which $262 million is outstanding as of December 31, 2003. Borrowings under the
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credit agreement, which are non-recourse to Reliant Resources and its aÇliates (other than LEP and
Liberty), are secured by pledges of the assets of the Liberty generating station and of the ownership
interest in LEP. See note 9(a).

In July 2003, the counterparty to the tolling agreement under which LEP sold the generation output
of the Liberty generation station Ñled for bankruptcy. Subsequently, a federal bankruptcy court issued an
order that terminated the tolling agreement and triggered another event of default under the Liberty credit
agreement. The default under the Liberty credit agreement, and the possible foreclosure by the lenders
upon the assets of the Liberty generating station, do not constitute an event of default under any other
debt agreements of Reliant Resources or its aÇliates.

To date, the lenders under the Liberty credit agreement have not foreclosed upon the Liberty
generating station. However, there can be no assurance that the lenders will continue to refrain from
exercising such rights. If the lenders elect to foreclose on LEP, Liberty and/or the Liberty generating
station, we could incur a pre-tax loss of an amount up to our recorded net book value, with the potential
of an additional loss due to an impairment of goodwill to be allocated to LEP. As of December 31, 2003,
the combined net book value of LEP and Liberty was $346 million, excluding the non-recourse debt
obligations of $262 million. At December 31, 2002 and 2003, we evaluated the Liberty generating station
and the related intangible asset for the terminated tolling agreement for impairment. Based on our
analyses, there were no impairments.

In September 2003, LEP sued the corporate guarantor of the counterparty to the tolling agreement,
Gas Transmission Northwest Corporation, seeking payment of $140 million (the maximum amount of the
guarantee) out of the $177 million termination claim calculated by LEP under the agreement.
Subsequently, the counterparty to the tolling agreement and its corporate guarantors countersued LEP
seeking to collect a $108 million termination payment under the tolling agreement. The obligations of LEP
under the tolling agreement are secured by a $35 million letter of credit issued under the senior secured
revolver of Reliant Resources. If the letter of credit were to be drawn, Reliant Resources would be
required to reimburse the issuing bank.

In light of current market conditions and the termination of the tolling agreement, LEP does not
expect to have suÇcient cash Öow to pay both (a) all of its expenses and to post the collateral required to
buy fuel or in respect of the gas transportation agreements and (b) debt service obligations. Liberty
received temporary deferrals until April 2004 from its lenders for the quarterly principal installments that
were due in October 2003 and January 2004, which aggregated $4 million. Based on the foregoing, we are
exploring various strategic options with respect to our subsidiaries interest in the Liberty generating station,
including, among other things, the execution of a foreclosure arrangement with the lenders resulting in a
transfer of ownership to the lenders or a sale of our interest in the generating station. There can be no
assurances regarding the outcome of this process. A foreclosure of our interest in the generation station
would, however, result in an impairment of the asset on our balance sheet.

If LEP recovers the amount of the termination claim, the lenders are entitled to require that such
amounts be used to pay deferred interest and to prepay debt under the Liberty credit agreement. Under
United States and Pennsylvania tax laws, it is possible that receipt of a termination payment by LEP could
be deemed taxable income to Reliant Resources and its other aÇliates.

(16) Receivables Facility

In July 2002, we entered into a receivables facility arrangement with a Ñnancial institution to sell an
undivided interest in our accounts receivable from residential and small commercial retail electric
customers under which, on an ongoing basis, the Ñnancial institution could invest a maximum of
$250 million for its interest in eligible receivables. This facility was amended in September 2003 to include
a second Ñnancial institution, to include our accounts receivable from our large commercial, industrial and
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institutional customers and to increase the facility to a maximum total of $350 million. Pursuant to the
receivables facility, we formed a QSPE as a bankruptcy remote subsidiary. The QSPE was formed for the
sole purpose of buying receivables generated by us and selling undivided interests to the Ñnancial
institutions. The QSPE is a separate entity and its assets will be available Ñrst and foremost to satisfy the
claims of its creditors. We, irrevocably and without recourse, transfer receivables to the QSPE. The
QSPE, in turn, sells an undivided interest in these receivables to the participating Ñnancial institutions. We
are not ultimately liable for any failure of payment of the obligors on the receivables. We have, however,
guaranteed the performance obligations of the sellers and the servicing of the receivables under the related
documents.

The amount of accounts receivable included under the arrangement may increase as certain accounts
receivable become eligible, particularly from some of our large commercial, industrial, and institutional
customers, and result in additional available funding. There can be no assurance that these accounts
receivable will become eligible and result in additional available funding.

The two-step transaction described above is accounted for as a sale of receivables, which is recorded
after the Ñrst step, and as a result the related receivables are excluded from our consolidated balance
sheets. We continue to service the receivables and receive a fee of 0.5% of cash collected. The following
table details the servicing fee income and costs associated with the sale of receivables:

Year Ended
December 31,

2002 2003

(In millions)

Servicing fee income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8 $ 18

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 10

Loss on sale of receivables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10) (37)

Other expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2) (2)

Net costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $(11)

The following table details the outstanding receivables that have been sold and the corresponding
notes receivable from the QSPE, which have been reÖected in our consolidated balance sheets:

December 31,

2002 2003

(In millions)

Accounts receivable sold ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 277 $ 528

Notes receivable from QSPE ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (168) (394)

Equity contributed to QSPEÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8) (16)

Other accounts receivable from QSPE ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6) Ì

Funding outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 95 $ 118

The failure of the obligors to make payment on the receivables could result in our notes receivable
from the QSPE not being fully realized. Texas Genco holds a senior lien on these notes receivable, while
the senior secured note holders and the banks in our March 2003 credit facilities ratably hold a junior lien.
See note 4 for further discussion.

The amount of funding available to us under the receivables facility Öuctuates based on the amount of
eligible receivables available and by the performance of the receivables portfolio. The following table
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details the maximum amount under the receivables facility and the amount of funding outstanding as of
December 31, 2002 and 2003:

December 31,

2002 2003

(In millions)

Maximum amount under the receivables facility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $200 $ 350

Funding outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (95) (118)

Unused and unavailable amount ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $105 $ 232

Prior to their sale, the book value of the accounts receivable is oÅset by the amount of the allowance
for doubtful accounts and customer security deposits. In calculating the loss on sale for 2002 and 2003, an
average discount rate of 5.40% and 8.40%, respectively, was applied to projected cash collections over a
6-month period. Our collection experience indicated that 98% of the accounts receivables would be
collected within a 6-month period.

The receivables facility expires on September 28, 2004. If the receivables facility is not renewed on its
termination date, the collections from the receivables purchased will repay the Ñnancial institutions'
investment and no new receivables will be purchased under the receivables facility.

(17) Reliant Energy Communications

During 2001, management decided to exit our communications business. Consequently, we determined
the goodwill associated with the communications business was impaired. We recorded a total of
$54 million of pre-tax disposal charges in 2001. These charges included the write-oÅ of goodwill of
$19 million, Ñxed asset impairments of $22 million, and severance accruals and other incremental costs
associated with exiting the communications business, totaling $13 million.

(18) Estimated Fair Value of Financial Instruments

The fair values of Ñnancial instruments, including cash and cash equivalents and trading and
derivative assets and liabilities (see note 7), are equivalent to their carrying amounts in the consolidated
balance sheets. The fair values of trading and derivative assets and liabilities as of December 31, 2002 and
2003 have been determined using quoted market prices for the same or similar instruments when available
or other estimation techniques, see note 7.

The carrying values and related fair market values of our short-term and long-term debt are detailed
as follows (excluding adjustment to fair value of interest rate swaps and debt under our Liberty credit
agreement):

December 31,

2002 2003

Carrying Fair Market Carrying Fair Market
Value(1) Value(1)(2)(3) Value(1) Value(1)(3)

(In millions)

Fixed rate debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 560 $409 $1,921 $1,992

Floating rate debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,936 N/A 3,910(4) 3,850(4)

Total debt, excluding adjustment to fair
value of interest rate swaps and Liberty's
debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,496 N/A $5,831 $5,842
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(1) Excludes Liberty's Ñxed rate debt of $165 million and Öoating rate debt of $103 million and $97 million as of December 31,

2002 and 2003, respectively, as there was no active market for this debt. Due to the situation with Liberty (see note 15(c)), if

the holders of Liberty's debt were to have tried to sell such debt instrument to a third party, the price which could have been

realized would likely be substantially less than the face value of the debt instrument and substantially less than the carrying

value.

(2) As of December 31, 2002, we had Öoating rate debt with a carrying value of $5.9 billion, excluding adjustment to fair value of

interest rate swaps and Liberty's debt. There was no active market for our Öoating rate debt obligations as of December 31,

2002. Given our liquidity and credit situation as of December 31, 2002, if the holders of these borrowings were to have tried to

sell such debt instruments to third parties, the prices which could have been realized could have been substantially less than the

face values of the debt instruments and substantially less than our carrying values.

(3) The fair market values of our Ñxed rate debt (December 31, 2002 and 2003) and Öoating rate debt (for December 31, 2003

only) were based on (a) our incremental borrowing rates for similar types of borrowing arrangements or (b) information from

market participants. For $2.0 billion of our Öoating rate debt, the carrying value equals the fair market value.

(4) Each of these amounts includes the values related to the outstanding warrants. See note 9.

(19) Supplemental Guarantor Information

For the two issuances of senior secured notes in July 2003 totaling $1.1 billion, our wholly-owned
subsidiaries are either (a) full and unconditional guarantors, jointly and severally, (b) limited guarantors
or (c) non-guarantors.

The primary full and unconditional guarantors of these senior secured notes are: Reliant Energy
Aurora, LP; Reliant Energy California Holdings, LLC; Reliant Energy Electric Solutions, LLC; Reliant
Energy Northeast Holdings, Inc.; REPG; Reliant Energy Retail Holdings, LLC; Reliant Energy Retail
Services, LLC; Reliant Energy Services; Reliant Energy Shelby County II, LP and Reliant Energy
Solutions, LLC.

Orion Power Holdings is the only limited guarantor of these senior secured notes and its guarantee of
both the March 2003 credit facilities and the senior secured notes is limited to approximately $1.1 billion.

The primary non-guarantors of these senior secured notes are: Astoria Generating Company, LP; Erie
Boulevard Hydropower, LP; Liberty; LEP; Orion Capital; Orion MidWest; Orion Power MidWest LP,
LLC; Orion NY; Orion Power New York LP, LLC; Reliant Energy Capital (Europe), Inc. (RECE);
Channelview; Reliant Energy Europe, Inc. (REE); Reliant Energy Trading & Marketing, B.V. (sold in
December 2003); REMA; Reliant Energy New Jersey Holdings, LLC; Reliant Energy Power Generation
Benelux, N.V. (sold in December 2003) and Reliant Energy Europe B.V. (RE BV) (sold in December
2003). All subsidiaries of Orion Power Holdings are non-guarantors. In connection with the sale of our
European energy operations in December 2003, the majority of our European entities were sold. EÅective
February 2004, after the sale of our European energy operations, the following entities formerly classiÑed
as non-guarantors, became full and unconditional guarantors: RECE and REE. No adjustments to the
disclosures for 2001, 2002 or 2003 were made for this change as the change will be made prospectively
beginning in 2004. However, it is expected that these entities formerly in our European energy operations
will have an insigniÑcant amount of activity and/or balances.

Each of Astoria Generating Company, L.P., Carr Street Generating Station, LP, Erie Boulevard
Hydropower, LP, Orion Capital, Orion MidWest, Orion Power MidWest LP, LLC, Orion Power MidWest
GP, Inc., Orion NY, Orion Power New York LP, LLC, Orion Power New York GP, Inc. and Twelvepole
Creek, LLC is a separate legal entity and has its own assets.
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The following condensed consolidating Ñnancial information presents supplemental information for the
indicated groups as of December 31, 2002 and 2003 and for 2001, 2002 and 2003:

Condensed Consolidating Statements of Operations.

Year Ended December 31, 2001

Reliant Non-
Resources Guarantors Guarantors Adjustments(1) Consolidated

(In millions)

RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $  Ì $5,075 $596 $(172) $5,499

Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 402 (23) (1) 378

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 5,477 573 (173) 5,877

Fuel and cost of gas soldÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,475 191 (90) 1,576

Purchased power ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,580 Ì (82) 2,498

Operation and maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 257 193 11 461

General, administrative and development ÏÏÏÏ 102 285 96 (12) 471

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 115 53 Ì 170

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 104 4,712 533 (173) 5,176

Operating (loss) income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (104) 765 40 Ì 701

Gains from investments, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 23 Ì Ì 23

Income of equity investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 7 Ì Ì 7

Income of equity investments of consolidated
subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 567 36 Ì (603) Ì

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 2 Ì 2

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10) Ì (6) Ì (16)

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 19 3 Ì 22

Interest income (expense) Ì aÇliated
companies, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 129 35 (152) Ì 12

Total other income (expense) ÏÏÏÏÏÏÏÏÏÏÏ 686 120 (153) (603) 50

Income (loss) from continuing operations
before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 582 885 (113) (603) 751

Income tax expense (beneÑt)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9 321 (40) Ì 290

Income (loss) from continuing operations ÏÏÏ 573 564 (73) (603) 461

(Loss) income from discontinued operations
before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (16) 2 97 Ì 83

Income tax beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6) 2 (12) Ì (16)

(Loss) income from discontinued operations (10) Ì 109 Ì 99

Income before cumulative eÅect of
accounting change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 563 564 36 (603) 560

Cumulative eÅect of accounting change, net
of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3 Ì Ì 3

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 563 $ 567 $ 36 $(603) $ 563
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Year Ended December 31, 2002

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $  Ì $9,456 $  Ì $ 1,744 $ (612) $10,588
Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 279 Ì 9 Ì 288

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 9,735 Ì 1,753 (612) 10,876

Fuel and cost of gas sold ÏÏÏÏÏÏÏ Ì 724 Ì 616 (258) 1,082
Purchased powerÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 7,704 Ì 71 (354) 7,421
Accrual for payment to

CenterPoint Energy, Inc. ÏÏÏÏ Ì 128 Ì Ì Ì 128
Operation and maintenanceÏÏÏÏÏ Ì 335 Ì 429 21 785
General, administrative and

development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39 489 10 112 (21) 629
Impairment of goodwill(2) ÏÏÏÏÏ Ì Ì Ì 337 (337) Ì
Depreciation and amortization ÏÏ 15 140 Ì 213 Ì 368

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54 9,520 10 1,778 (949) 10,413

Operating (loss) income ÏÏÏÏÏÏÏ (54) 215 (10) (25) 337 463

Losses from investments, net ÏÏÏ Ì (23) Ì Ì Ì (23)
Income of equity investments ÏÏÏ Ì 18 Ì Ì Ì 18
Loss of equity investments of

consolidated subsidiaries ÏÏÏÏÏ (524) (820) (230) Ì 1,574 Ì
Loss on sale of receivables ÏÏÏÏÏ Ì (10) Ì Ì Ì (10)
Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 14 Ì Ì 1 15
Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (116) (2) (39) (110) Ì (267)
Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9 12 1 7 (1) 28
Interest income (expense) Ì

aÇliated companies, netÏÏÏÏÏÏ 106 43 Ì (144) Ì 5

Total other expense ÏÏÏÏÏÏÏÏÏ (525) (768) (268) (247) 1,574 (234)

(Loss) income from continuing
operations before income taxes (579) (553) (278) (272) 1,911 229

Income tax (beneÑt) expense ÏÏÏ (19) 124 (21) 22 Ì 106

(Loss) income from continuing
operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (560) (677) (257) (294) 1,911 123

Income (loss) from discontinued
operations before income taxes Ì 115 Ì (456) Ì (341)

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏ Ì 42 Ì 66 Ì 108

Income (loss) from discontinued
operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 73 Ì (522) Ì (449)

Loss before cumulative eÅect of
accounting changesÏÏÏÏÏÏÏÏÏÏ (560) (604) (257) (816) 1,911 (326)

Cumulative eÅect of accounting
changes, net of tax ÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì (234) Ì (234)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(560) $ (604) $(257) $(1,050) $1,911 $ (560)
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Year Ended December 31, 2003

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $  Ì $9,744 $  Ì $2,162 $ (857) $11,049
Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (38) Ì (11) Ì (49)

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 9,706 Ì 2,151 (857) 11,000

Fuel and cost of gas sold ÏÏÏÏÏÏÏ Ì 940 Ì 925 (451) 1,414
Purchased powerÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 7,378 Ì 59 (406) 7,031
Accrual for payment to

CenterPoint Energy, Inc. ÏÏÏÏ Ì 47 Ì Ì Ì 47
Operation and maintenanceÏÏÏÏÏ Ì 344 Ì 497 24 865
General, administrative and

development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 356 3 217 (24) 552
Wholesale energy goodwill

impairment(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 126 Ì 585 274 985
Depreciation and amortization ÏÏ 11 158 Ì 250 Ì 419

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11 9,349 3 2,533 (583) 11,313

Operating (loss) income ÏÏÏÏÏÏÏ (11) 357 (3) (382) (274) (313)

Gains from investments, net ÏÏÏÏ Ì 1 Ì 1 Ì 2
Loss of equity investmentsÏÏÏÏÏÏ Ì (2) Ì Ì Ì (2)
Loss of equity investments of

consolidated subsidiaries ÏÏÏÏÏ (1,177) (436) (529) Ì 2,142 Ì
Loss on sale of receivables ÏÏÏÏÏ Ì (37) Ì Ì Ì (37)
Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 9 Ì 9
Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (379) (11) (41) (133) 48 (516)
Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 28 Ì 3 Ì 35
Interest income (expense)Ó

aÇliated companies, netÏÏÏÏÏÏ 169 (16) Ì (105) (48) Ì

Total other expense ÏÏÏÏÏÏÏÏÏ (1,383) (473) (570) (225) 2,142 (509)

Loss from continuing operations
before income taxes ÏÏÏÏÏÏÏÏÏ (1,394) (116) (573) (607) 1,868 (822)

Income tax (beneÑt) expense ÏÏÏ (68) 182 (17) (17) Ì 80

Loss from continuing operations (1,326) (298) (556) (590) 1,868 (902)

(Loss) income from discontinued
operations before income taxes (16) 87 Ì (318) (63) (310)

Income tax (beneÑt) expense ÏÏÏ Ì 31 Ì 75 Ì 106

(Loss) income from discontinued
operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (16) 56 Ì (393) (63) (416)

Loss before cumulative eÅect of
accounting changesÏÏÏÏÏÏÏÏÏÏ (1,342) (242) (556) (983) 1,805 (1,318)

Cumulative eÅect of accounting
changes, net of tax ÏÏÏÏÏÏÏÏÏÏ Ì (42) Ì 18 Ì (24)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1,342) $ (284) $(556) $ (965) $1,805 $(1,342)

(1) These amounts relate to either (a) eliminations and adjustments recorded in the normal consolidation process or

(b) reclassiÑcations recorded due to diÅerences in classiÑcations at the subsidiary levels compared to the consolidated level.
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(2) Based on Orion Power Holdings and its subsidiaries' annual goodwill impairment test as of November 1, 2002, Orion Power's

consolidated goodwill was impaired by $337 million, which was recognized in the fourth quarter of 2002. Impairments related to

Orion Power have been reÖected in the non-guarantor column since Orion Power uses push-down accounting for acquired

subsidiaries. However, for continuing operations at a consolidated level, we did not have an impairment of goodwill during 2002.

The Orion Power impairment loss was eliminated from Reliant Resources consolidated Ñnancial statements, as goodwill was not

impaired at the higher level reporting unit, as of December 31, 2002. Based on our wholesale energy reporting unit's goodwill

impairment test as of July 2003, we recognized an impairment of $985 million on a consolidated basis in the third quarter of

2003. Due to this impairment at the consolidated level, we concluded that it was more likely than not that there would be

impairments at the subsidiary level for entities within the wholesale energy reporting unit. We therefore performed an updated

impairment analysis for Orion Power Holdings and its subsidiaries as of July 2003. This test resulted in an impairment of

$585 million on an Orion Power consolidated basis, which was recognized in the third quarter of 2003 in the non-guarantor

column. When combined with the $337 million impairment recognized in 2002, Orion Power Holdings and its consolidated

subsidiaries have recorded a cumulative impairment of $922 million as of December 31, 2003. Other than Orion Power

Holdings' subsidiaries' goodwill, the only other goodwill recorded in entities within the wholesale energy reporting unit (other

than $4 million related to REMA), totaling $177 million prior to this review, was recorded in the guarantor column and was

derived from companies for which we are not required to prepare separate Ñnancial statements. We recognized $126 million of

impairment in the guarantor column in the third quarter of 2003. This estimate reÖects the diÅerence between the consolidated

Reliant Resources' impairment and the cumulative impairments recorded by Orion Power Holdings and subsidiaries and is

supported by management's belief that this remaining amount of impairment is primarily associated with the wholesale energy

reporting unit's entities that are guarantors.
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Condensed Consolidating Balance Sheets.

December 31, 2002

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

ASSETS

Current Assets:

Cash and cash equivalentsÏÏÏÏ $ 657 $ 403 $ 6 $ 49 $ Ì $ 1,115

Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 213 Ì 213

Accounts and notes receivable,
principally customer, net ÏÏÏ 121 944 46 231 Ì 1,342

Accounts and notes
receivable Ì aÇliated
companies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 817 853 Ì 405 (2,075) Ì

Inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 129 Ì 146 Ì 275

Trading and derivative assetsÏÏ Ì 557 Ì 109 Ì 666

Other current assets ÏÏÏÏÏÏÏÏÏ 21 354 1 177 (39) 514

Current assets of discontinued
operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 11 Ì 651 Ì 664

Total current assets ÏÏÏÏÏÏÏ 1,618 3,251 53 1,981 (2,114) 4,789

Property, plant and equipment,
gross ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 142 2,026 1 5,244 Ì 7,413

Accumulated depreciation ÏÏÏÏÏÏ (21) (185) Ì (216) Ì (422)

Property, Plant and Equipment,
net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 121 1,841 1 5,028 Ì 6,991

Other Assets:

Goodwill, net(2)ÏÏÏÏÏÏÏÏÏÏÏÏ Ì 210 Ì 994 337 1,541

Other intangibles, netÏÏÏÏÏÏÏÏ Ì 116 Ì 621 Ì 737

Notes receivable Ì aÇliated
companies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,539 2,019 Ì 484 (5,042) Ì

Equity investments ÏÏÏÏÏÏÏÏÏÏ Ì 103 Ì Ì Ì 103

Equity investments in
consolidated subsidiaries ÏÏÏ 5,715 273 3,283 Ì (9,271) Ì

Trading and derivative assetsÏÏ Ì 199 Ì 65 Ì 264

Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 Ì Ì Ì Ì 7

Other long-term assets ÏÏÏÏÏÏÏ 62 104 33 266 (55) 410

Long-term assets of
discontinued operations ÏÏÏÏ Ì 302 Ì 2,076 Ì 2,378

Total other assets ÏÏÏÏÏÏÏÏÏ 8,323 3,326 3,316 4,506 (14,031) 5,440

Total Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏ $10,062 $8,418 $3,370 $11,515 $(16,145) $17,220
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December 31, 2002

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:

Current portion of long-term
debt and short-term
borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 350 $ 7 $ 8 $ 455 $ Ì $ 820

Accounts payable, principally
tradeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 72 546 Ì 137 Ì 755

Accounts and notes payable Ì
aÇliated companies ÏÏÏÏÏÏÏ Ì 1,192 7 921 (2,120) Ì

Trading and derivative
liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 407 Ì 110 Ì 517

Other current liabilities ÏÏÏÏÏÏ 26 312 13 119 (39) 431

Current liabilities of
discontinued operations ÏÏÏÏ Ì 4 Ì 1,084 Ì 1,088

Total current liabilitiesÏÏÏÏÏ 448 2,468 28 2,826 (2,159) 3,611

Other Liabilities:

Notes payable Ì aÇliated
companies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,962 Ì 2,035 (4,997) Ì

Trading and derivative
liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 176 Ì 84 Ì 260

Accrual for payment to
CenterPoint Energy, Inc. ÏÏ Ì 128 Ì Ì Ì 128

Other long-term liabilities ÏÏÏÏ 45 162 4 643 (55) 799

Long-term liabilities of
discontinued operations ÏÏÏÏ Ì 12 Ì 748 Ì 760

Total other liabilities ÏÏÏÏÏÏ 45 3,440 4 3,510 (5,052) 1,947

Long-term Debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,916 4 466 1,623 Ì 6,009

Commitments and Contingencies

Stockholders' Equity ÏÏÏÏÏÏÏÏÏÏ 5,653 2,506 2,872 3,556 (8,934) 5,653

Total Liabilities and
Stockholders' Equity ÏÏÏÏ $10,062 $8,418 $3,370 $11,515 $(16,145) $17,220
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December 31, 2003

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

ASSETS

Current Assets:

Cash and cash equivalentsÏÏÏÏ $ 23 $ 64 $ 10 $ 50 $  Ì $ 147

Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 Ì 23 221 Ì 251

Accounts and notes receivable,
principally customer, net ÏÏÏ 83 933 22 157 Ì 1,195

Accounts and notes
receivable Ì aÇliated
companies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 421 546 Ì 257 (1,224) Ì

Inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 109 Ì 160 Ì 269

Trading and derivative assetsÏÏ Ì 372 Ì 121 Ì 493

Other current assets ÏÏÏÏÏÏÏÏÏ 8 218 3 105 Ì 334

Total current assets ÏÏÏÏÏÏÏ 542 2,242 58 1,071 (1,224) 2,689

Property, plant and equipment,
gross ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,943 1 5,307 Ì 9,251

Accumulated depreciation ÏÏÏÏÏÏ Ì (348) Ì (376) Ì (724)

Property, Plant and Equipment,
net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,595 1 4,931 Ì 8,527

Other Assets:

Goodwill, net(2)ÏÏÏÏÏÏÏÏÏÏÏÏ Ì 84 Ì 399 Ì 483

Other intangibles, netÏÏÏÏÏÏÏÏ Ì 127 Ì 592 Ì 719

Notes receivable Ì aÇliated
companies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,960 685 Ì 44 (2,689) Ì

Equity investments ÏÏÏÏÏÏÏÏÏÏ Ì 95 Ì Ì Ì 95

Equity investments in
consolidated subsidiaries ÏÏÏ 5,178 275 2,821 Ì (8,274) Ì

Trading and derivative assetsÏÏ 3 170 Ì 27 Ì 200

Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 37 Ì 37

Other long-term assets ÏÏÏÏÏÏÏ 139 139 26 279 (25) 558

Total other assets ÏÏÏÏÏÏÏÏÏ 7,280 1,575 2,847 1,378 (10,988) 2,092

Total Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏ $7,822 $7,412 $2,906 $7,380 $(12,212) $13,308
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December 31, 2003

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:

Current portion of long-term
debt and short-term
borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (2) $ 4 $ 8 $ 421 $  Ì $ 431

Accounts payable, principally
tradeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 444 Ì 68 Ì 517

Accounts and notes payable Ì
aÇliated companies ÏÏÏÏÏÏÏ Ì 604 8 656 (1,268) Ì

Trading and derivative
liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 236 Ì 121 Ì 357

Accrual for payment to
CenterPoint Energy, Inc. ÏÏ Ì 175 Ì Ì Ì 175

Other current liabilities ÏÏÏÏÏÏ 76 367 13 62 Ì 518

Total current liabilitiesÏÏÏÏÏ 79 1,830 29 1,328 (1,268) 1,998

Other Liabilities:

Notes payable Ì aÇliated
companies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,970 Ì 675 (2,645) Ì

Trading and derivative
liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 152 Ì 64 Ì 216

Other long-term liabilities ÏÏÏÏ 33 297 4 704 (25) 1,013

Total other liabilities ÏÏÏÏÏÏ 33 2,419 4 1,443 (2,670) 1,229

Long-term Debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,338 400 458 1,513 Ì 5,709

Commitments and Contingencies
Stockholders' Equity ÏÏÏÏÏÏÏÏ 4,372 2,763 2,415 3,096 (8,274) 4,372

Total Liabilities and
Stockholders' Equity ÏÏÏÏ $7,822 $7,412 $2,906 $7,380 $(12,212) $13,308

(1) These amounts relate to either (a) eliminations and adjustments recorded in the normal consolidation process or

(b) reclassiÑcations recorded due to diÅerences in classiÑcations at the subsidiary levels compared to the consolidated level.

(2) See subfootnote (2) in the 2003 statement of operations table above.
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Condensed Consolidating Statements of Cash Flows.

Year Ended December 31, 2001

Reliant Non-
Resources Guarantors Guarantors Adjustments(1) Consolidated

(In millions)

Cash Flows from Operating Activities:
Net cash provided by (used in) continuing

operations from operating activities ÏÏÏÏÏ $ 62 $224 $(242) $  Ì $ 44
Net cash used in discontinued operations

from operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (138) (58) Ì (196)

Net cash provided by (used in) operating
activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62 86 (300) Ì (152)

Cash Flows from Investing Activities:
Capital expenditures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (44) (548) (136) Ì (728)
Investments in and distributions from

subsidiaries, net and Reliant Resources'
advances to its wholly-owned
subsidiaries, net(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,151) 3 Ì 1,148 Ì

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2 Ì Ì 2

Net cash used in continuing operations
from investing activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,195) (543) (136) 1,148 (726)

Net cash used in discontinued operations
from investing activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (91) (21) Ì (112)

Net cash used in investing activities ÏÏÏÏ (1,195) (634) (157) 1,148 (838)

Cash Flows from Financing Activities:
Proceeds from issuance of stockÏÏÏÏÏÏÏÏÏÏ 1,696 Ì Ì Ì 1,696
Increase in short-term borrowings, net ÏÏÏÏ Ì Ì 129 Ì 129
Changes in notes with aÇliated companies,

net(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (382) 586 212 (1,148) (732)
Purchase of treasury stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (189) Ì Ì Ì (189)
Contributions from CenterPoint ÏÏÏÏÏÏÏÏÏÏ 9 Ì Ì Ì 9
Payments of Ñnancing costs ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (1) Ì (1)
Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3 Ì Ì 3

Net cash provided by continuing
operations from Ñnancing activities ÏÏÏ 1,134 589 340 (1,148) 915

Net cash provided by discontinued
operations from Ñnancing activities ÏÏÏ Ì Ì 85 Ì 85

Net cash provided by Ñnancing activities 1,134 589 425 (1,148) 1,000

EÅect of Exchange Rate Changes on Cash
and Cash Equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (6) Ì (6)

Net Change in Cash and Cash Equivalents ÏÏ 1 41 (38) Ì 4
Cash and Cash Equivalents at Beginning of

Period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 27 67 Ì 94

Cash and Cash Equivalents at End of Period $ 1 $ 68 $ 29 $  Ì $ 98
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Year Ended December 31, 2002

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

Cash Flows from Operating
Activities:

Net cash (used in) provided
by continuing operations
from operating activitiesÏÏÏÏ $ (39) $ 30 $(41) $593 $  Ì $ 543

Net cash (used in) provided
by discontinued operations
from operating activitiesÏÏÏÏ (116) 58 Ì 34 Ì (24)

Net cash (used in) provided
by operating activitiesÏÏÏÏÏÏ (155) 88 (41) 627 Ì 519

Cash Flows from Investing
Activities:

Capital expendituresÏÏÏÏÏÏÏÏÏ (76) (347) Ì (217) Ì (640)

Business acquisition, net of
cash acquiredÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,964) Ì 76 Ì (76) (2,964)

Investments in and
distributions from
subsidiaries, net and Reliant
Resources' and Orion Power
Holdings' advances to and
distributions from its wholly-
owned subsidiaries, net(2)ÏÏ (795) (47) 171 180 491 Ì

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (1) Ì Ì Ì (1)

Net cash (used in) provided
by continuing operations
from investing activities ÏÏ (3,835) (395) 247 (37) 415 (3,605)

Net cash (used in) provided
by discontinued operations
from investing activities ÏÏ Ì (1) Ì 120 Ì 119

Net cash (used in) provided
by investing activities ÏÏÏÏ (3,835) (396) 247 83 415 (3,486)
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Year Ended December 31, 2002

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

Cash Flows from Financing
Activities:

Proceeds from long-term debt Ì 13 Ì Ì Ì 13

Payments of long-term debt ÏÏ Ì (4) (200) Ì Ì (204)

Increase (decrease) in short-
term borrowings, netÏÏÏÏÏÏÏ 4,266 1 Ì (201) Ì 4,066

Changes in notes with
aÇliated companies, net(3) 382 633 Ì (214) (415) 386

Payments of Ñnancing costsÏÏÏ (16) Ì Ì (27) Ì (43)

Proceeds from issuances of
treasury stock ÏÏÏÏÏÏÏÏÏÏÏÏ 14 Ì Ì Ì Ì 14

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì (1) Ì (1)

Net cash provided by (used
in) continuing operations
from Ñnancing activitiesÏÏ 4,646 643 (200) (443) (415) 4,231

Net cash used in
discontinued operations
from Ñnancing activitiesÏÏ Ì Ì Ì (250) Ì (250)

Net cash provided by (used
in) Ñnancing activities ÏÏÏ 4,646 643 (200) (693) (415) 3,981

EÅect of Exchange Rate
Changes on Cash and Cash
Equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 3 Ì 3

Net Change in Cash and Cash
Equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 656 335 6 20 Ì 1,017

Cash and Cash Equivalents at
Beginning of PeriodÏÏÏÏÏÏÏÏÏ 1 68 Ì 29 Ì 98

Cash and Cash Equivalents at
End of Period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 657 $ 403 $ 6 $ 49 $  Ì $ 1,115
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Year Ended December 31, 2003

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

Cash Flows from Operating
Activities:

Net cash (used in) provided
by continuing operations
from operating activitiesÏÏÏÏ $ (4) $ 740 $24 $ 82 $ Ì $ 842

Net cash (used in) provided
by discontinued operations
from operating activitiesÏÏÏÏ (26) 12 Ì 41 Ì 27

Net cash (used in) provided
by operating activitiesÏÏÏÏÏÏ (30) 752 24 123 Ì 869

Cash Flows from Investing
Activities:

Capital expendituresÏÏÏÏÏÏÏÏÏ (21) (467) Ì (99) Ì (587)

Investments in and
distributions from
subsidiaries, net and Reliant
Resources' and Orion Power
Holdings' advances to and
distributions from its wholly-
owned subsidiaries, net(2)ÏÏ 1,635 Ì 18 17 (1,670) Ì

Purchase and sale of permits
and licenses to aÇliates ÏÏÏÏ Ì (19) Ì 19 Ì Ì

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 5 Ì 3 Ì 8

Net cash provided by (used
in) continuing operations
from investing activities ÏÏ 1,614 (481) 18 (60) (1,670) (579)

Net cash provided by
discontinued operations
from investing activities ÏÏ Ì 284 Ì 1,337 Ì 1,621

Net cash provided by (used
in) investing activities ÏÏÏ 1,614 (197) 18 1,277 (1,670) 1,042
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Year Ended December 31, 2003

Reliant Orion Power Non-
Resources Guarantors Holdings Guarantors Adjustments(1) Consolidated

(In millions)

Cash Flows from Financing
Activities:

Proceeds from long-term debt 1,375 195 Ì 42 Ì 1,612

Payments of long-term debt ÏÏ (2,048) (5) Ì (112) Ì (2,165)

Decrease in short-term
borrowings, net ÏÏÏÏÏÏÏÏÏÏÏ (1,370) Ì Ì (55) Ì (1,425)

Proceeds from issuances of
treasury stock ÏÏÏÏÏÏÏÏÏÏÏÏ 8 Ì Ì Ì Ì 8

Changes in notes with
aÇliated companies, net(3) Ì (1,084) (38) (548) 1,670 Ì

Payments of Ñnancing ÏÏÏÏÏÏÏ (183) Ì Ì (1) Ì (184)

Net cash used in continuing
operations from Ñnancing
activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,218) (894) (38) (674) 1,670 (2,154)

Net cash used in
discontinued operations
from Ñnancing activitiesÏÏ Ì Ì Ì (734) Ì (734)

Net cash used in Ñnancing
activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,218) (894) (38) (1,408) 1,670 (2,888)

EÅect of Exchange Rate
Changes on Cash and Cash
Equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 9 Ì 9

Net Change in Cash and Cash
Equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (634) (339) 4 1 Ì (968)

Cash and Cash Equivalents at
Beginning of PeriodÏÏÏÏÏÏÏÏÏ 657 403 6 49 Ì 1,115

Cash and Cash Equivalents at
End of Period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 23 $ 64 $10 $ 50 $ Ì $ 147

(1) These amounts relate to either (a) eliminations and adjustments recorded in the normal consolidation process or

(b) reclassiÑcations recorded due to diÅerences in classiÑcations at the subsidiary levels compared to the consolidated level.

(2) Investments in and distributions from subsidiaries, net and Reliant Resources' and Orion Power Holdings' advances to and

distributions from its wholly-owned subsidiaries, net are classiÑed as investing activities for Reliant Resources and its wholly-

owned subsidiaries.

(3) Changes in notes with aÇliated companies, net are classiÑed as Ñnancing activities for Reliant Resources' wholly-owned

subsidiaries.
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(20) Unaudited Quarterly Information

Year Ended December 31, 2002

First Quarter Second Quarter Third Quarter Fourth Quarter

(In millions)

RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,591 $2,055 $5,066 $1,876

Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51 115 115 7

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,642 2,170 5,181 1,883

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 135 216 278 (166)

Income (loss) from continuing operations
before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 115 174 199 (259)

Income (loss) from continuing operations ÏÏÏÏ 74 117 108 (176)

Income (loss) from discontinued operations,
net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 59 (58) (472)

Income (loss) before cumulative eÅect of
accounting change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 96 176 50 (648)

Cumulative eÅect of accounting change, net of
tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (234) Ì Ì Ì

Net (loss) income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (138) 176 50 (648)

Basic Earnings (Loss) Per Share:

Income (loss) from continuing operations ÏÏ $ 0.25 $ 0.41 $ 0.37 $(0.60)

Income (loss) from discontinued operations,
net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.08 0.20 (0.20) (1.63)

Income (loss) before cumulative eÅect of
accounting change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.33 0.61 0.17 (2.23)

Cumulative eÅect of accounting change, net
of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.81) Ì Ì Ì

Net (loss) income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(0.48) $ 0.61 $ 0.17 $(2.23)

Diluted Earnings (Loss) Per Share:

Income (loss) from continuing operations ÏÏ $ 0.25 $ 0.40 $ 0.37 $(0.60)

Income (loss) from discontinued operations,
net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.08 0.20 (0.20) (1.63)

Income (loss) before cumulative eÅect of
accounting change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.33 0.60 0.17 (2.23)

Cumulative eÅect of accounting change, net
of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.81) Ì Ì Ì

Net (loss) income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(0.48) $ 0.60 $ 0.17 $(2.23)
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Year Ended December 31, 2003

First Quarter Second Quarter Third Quarter Fourth Quarter

(In millions)

RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,645 $ 2,814 $3,747 $1,843

Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (83) 12 26 (4)

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,562 2,826 3,773 1,839

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11 70 (508) 114

Loss from continuing operations before income
taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (75) (43) (658) (46)

Loss from continuing operationsÏÏÏÏÏÏÏÏÏÏÏÏÏ (52) (31) (791) (28)

(Loss) income from discontinued operations,
net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (375) 24 (125) 60

Loss before cumulative eÅect of accounting
changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (427) (7) (916) 32

Cumulative eÅect of accounting changes, net
of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (25) 1 Ì Ì

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (452) (6) (916) 32

Basic Earnings (Loss) Per Share:

Loss from continuing operationsÏÏÏÏÏÏÏÏÏÏÏ $(0.18) $ (0.10) $(2.69) $(0.10)

(Loss) income from discontinued operations,
net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.29) 0.08 (0.42) 0.21

Loss before cumulative eÅect of
accounting changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.47) (0.02) (3.11) 0.11

Cumulative eÅect of accounting changes, net
of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.08) Ì Ì Ì

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1.55) $ (0.02) $(3.11) $ 0.11

Diluted Earnings (Loss) Per Share:

Loss from continuing operationsÏÏÏÏÏÏÏÏÏÏÏ $(0.18) $ (0.10) $(2.69) $(0.10)

(Loss) income from discontinued operations,
net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.29) 0.08 (0.42) 0.21

Loss before cumulative eÅect of accounting
changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.47) (0.02) (3.11) 0.11

Cumulative eÅect of accounting changes, net
of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.08) Ì Ì Ì

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1.55) $ (0.02) $(3.11) $ 0.11

The quarterly operating results incorporate the results of operations of Orion Power from our February
2002 acquisition date as discussed in note 5. The variances in revenues from quarter to quarter for 2002
and 2003 were primarily due to (a) the Orion Power acquisition (for 2002 only), (b) the seasonal
Öuctuations in demand for electric energy and energy services, (c) changes in energy commodity prices
and (d) implementation of EITF No. 02-03 (2002 only) and EITF No. 03-11 (2003 only) (see
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notes 2(d) and 7). Changes in operating income (loss) and net income (loss) from quarter to quarter for
2002 and 2003 were primarily due to:

‚ the seasonal Öuctuations in demand for electric energy and energy services;

‚ changes in energy commodity prices;

‚ the timing of maintenance expenses on electric generation plants; and

‚ provisions and reversals related to energy sales and refunds in California.

In addition, operating income (loss) and net income (loss) changed from quarter to quarter in 2002
by:

‚ the impact of the Orion Power acquisition (see note 5);

‚ $109 million in pre-tax loss related to changes in our estimated refund obligation, credit reserve and
interest receivable for energy sales in California ($33 million in income in the Ñrst quarter,
$29 million in loss in the second quarter, $15 million in loss in the third quarter and $98 million in
loss in the fourth quarter) (see note 15(b));

‚ $234 million, net of tax, cumulative eÅect of an accounting change related to the adoption of
SFAS No. 142 in the Ñrst quarter of 2002 for our discontinued European energy operations (only
impacted net loss) (see note 6);

‚ a one-time $109 million pre-tax gain resulting from the amendment of certain contracts in our
European energy discontinued operations in the second quarter of 2002 (only impacted net
income);

‚ costs related to plant cancellations and equipment impairments in the second and third quarters of
2002;

‚ $128 million accrual recorded in the third and fourth quarters of 2002 for a payment to CenterPoint
(see note 14(d));

‚ $47 million pre-tax, non-cash charge in the third quarter of 2002 relating to the accounting
settlement of certain beneÑt obligations associated with our separation from CenterPoint (see
note 12);

‚ $45 million tax accrual related to our European energy discontinued operations in the third quarter
of 2002 (only impacted net income);

‚ $482 million goodwill impairment in our European energy discontinued operations in the fourth
quarter of 2002 (only impacted net loss) (see note 6);

‚ impairment charges of $32 million pre-tax relating to certain cost method investments ($27 million
pre-tax in the fourth quarter) in 2002 (see note 2(o)); and

‚ $14 million provision for a FERC settlement in January 2003, which was recorded in the fourth
quarter of 2002 (see note (15(a)).

Also, operating income (loss) and net income (loss) changed from quarter to quarter in 2003 by:

‚ $108 million in pre-tax income related to changes in our estimated refund obligation, credit reserve
and interest receivable for energy sales in California ($84 million in income in the Ñrst quarter,
$1 million in income in the second quarter and $23 million in income in the fourth quarter) (see
note 15(b));
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‚ $310 million loss on the disposition of our discontinued European energy operations ($384 million
loss in the Ñrst quarter, $44 million gain in the second quarter, $53 million loss in the third quarter
and $83 million gain in the fourth quarter) (only impacted net loss) (see note 22);

‚ $80 million pre-tax trading loss related to certain of our natural gas trading positions recognized in
the Ñrst quarter of 2003;

‚ $47 million accrual for a payment to CenterPoint in the Ñrst quarter of 2003 (see note 14(d));

‚ $24 million, net of tax, cumulative eÅect of accounting changes primarily in the Ñrst quarter of
2003 (only impacted net loss) (see notes 2(c), 2(d) and 2(q));

‚ $985 million goodwill impairment in our wholesale energy segment in the third quarter of 2003 (see
note 6);

‚ $75 million loss on the disposition of our Desert Basin plant operations in the third quarter of 2003
(see note 23);

‚ $37 million provision for a settlement agreement reached with the FERC in the third quarter of
2003 (see note 15(a));

‚ $28 million write-oÅ of deferred Ñnancing costs in the third quarter of 2003 (see note 2(r));

‚ $14 million increase in depreciation expense associated with the early retirements of several units in
the third quarter of 2003;

‚ $27 million write-oÅ of deferred Ñnancing costs in the fourth quarter of 2003 (see note 2(r)); and

‚ $18 million provision for the CFTC settlement in the fourth quarter of 2003 (see note 15(a)).

(21) Reportable Segments

We have identiÑed the following reportable segments: retail energy, wholesale energy and other
operations. The accounting policies of our reportable segments are the same as those described in the
summary of signiÑcant accounting policies (note 2). We account for intersegment revenues as if such
revenues were to third parties, that is, at current market prices or pursuant to intercompany agreements
entered into at current market prices. In December 2003, we sold our European energy operations and
have classiÑed that as discontinued operations (see note 22). In October 2003, we sold our Desert Basin
plant operations (which was formerly included in our wholesale energy segment) and have classiÑed that
as discontinued operations (see note 23). Our determination of reportable segments considers the strategic
operating units under which we manage sales, allocate resources and assess performance of various
products and services to wholesale or retail customers. Earnings (loss) before interest expense, interest
income and income taxes (EBIT) is the primary measurement used by our management to evaluate the
performance of each of our business segments. EBIT is not deÑned under GAAP, should not be
considered in isolation or as a substitute for a measure of performance prepared in accordance with GAAP
and is not indicative of operating income (loss) from operations as determined under GAAP.

As part of our review of the organization of our business units, eÅective December 31, 2003, we
began reporting our ERCOT generation facilities, which consist of ten power generation units completed or
under various stages of construction at seven facilities with an aggregate net generation capacity of
805 MW located in Texas, in our wholesale energy segment rather than our retail energy segment.
Reportable segments from prior periods have been reclassiÑed to conform to the 2003 presentation.

Long-lived assets include net property, plant and equipment, net goodwill, net other intangibles and
equity investments.
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Financial data for business segments (excluding items related to our discontinued operations, other
than total assets) are as follows:

Retail Wholesale Other Discontinued
Energy Energy Operations Operations Eliminations Consolidated

(In millions)

For the year ended December 31,
2001 (except as denoted):
Revenues from external customers $ 114 $5,374 $ 11 $ Ì $ Ì $5,499
Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 74 304 Ì Ì Ì 378
Depreciation and amortization ÏÏÏÏ 11 117 42 Ì Ì 170
Operating (loss) income ÏÏÏÏÏÏÏÏÏ (13) 904 (190) Ì Ì 701
Income of equity investments ÏÏÏÏÏ Ì 7 Ì Ì Ì 7
EBIT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13) 913 (167) Ì Ì 733
Expenditures for long-lived assetsÏÏ 117 567 44 Ì Ì 728
Equity investments as of

December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏ Ì 88 Ì Ì Ì 88
Total assets as of December 31,

2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 391 7,350 645 3,670 (330) 11,726
For the year ended December 31,

2002 (except as denoted):
Revenues from external customers 4,200 6,385 3 Ì Ì 10,588
Intersegment revenues ÏÏÏÏÏÏÏÏÏÏÏ 2 64 Ì Ì (66) Ì
Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 152 136 Ì Ì Ì 288
Depreciation and amortization ÏÏÏÏ 26 327 15 Ì Ì 368
Operating income (loss) ÏÏÏÏÏÏÏÏÏ 530 (3) (64) Ì Ì 463
Income of equity investments ÏÏÏÏÏ Ì 18 Ì Ì Ì 18
EBIT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 520 30 (87) Ì Ì 463
Expenditures for long-lived assetsÏÏ 33 3,494 77 Ì Ì 3,604
Equity investments as of

December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏ Ì 103 Ì Ì Ì 103
Total assets as of December 31,

2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,422 12,168 916 3,042 (328) 17,220
For the year ended December 31,

2003 (except as denoted):
Revenues from external customers 5,936 5,112 1 Ì Ì 11,049
Intersegment revenues ÏÏÏÏÏÏÏÏÏÏÏ Ì 234 Ì Ì (234) Ì
Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (49) Ì Ì Ì (49)
Depreciation and amortization ÏÏÏÏ 35 353 31 Ì Ì 419
Operating income (loss) ÏÏÏÏÏÏÏÏÏ 658 (941) (30) Ì Ì (313)
Loss of equity investmentsÏÏÏÏÏÏÏÏ Ì (2) Ì Ì Ì (2)
EBIT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 621 (934) (28) Ì Ì (341)
Expenditures for long-lived assetsÏÏ 23 521 43 Ì Ì 587
Equity investments as of

December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏ Ì 95 Ì Ì Ì 95
Total assets as of December 31,

2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,162 11,767 555 Ì (176) 13,308
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As of and for the Year Ended
December 31,

2001 2002 2003

(In millions)

Reconciliation of Operating Income (Loss) to EBIT and EBIT
to Net Income (Loss):

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 701 $ 463 $ (313)

Gains (losses) from investments, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23 (23) 2

Income of equity investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 18 (2)

Loss on sale of receivablesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (10) (37)

Other income, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 15 9

EBIT ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 733 463 (341)

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (16) (267) (516)

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 28 35

Interest income Ì aÇliated companies, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12 5 Ì

Income (loss) from continuing operations before income taxes 751 229 (822)

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 290 106 80

Income (loss) from continuing operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 461 123 (902)

Income (loss) from discontinued operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 99 (449) (416)

Income (loss) before cumulative eÅect of accounting changesÏÏ 560 (326) (1,318)

Cumulative eÅect of accounting changes, net of tax ÏÏÏÏÏÏÏÏÏÏ 3 (234) (24)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 563 $ (560) $(1,342)

Revenues by Products and Services:

Retail energy products and services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 114 $ 4,202 $ 5,936

Wholesale energy and energy related sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,374 6,449 5,346

Energy trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 378 288 (49)

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11 3 1

EliminationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (66) (234)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,877 $10,876 $11,000

Revenues and Long-Lived Assets by Geographic Areas:

Revenues:

United States(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,900 $10,871 $11,011

Canada(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (23) 5 (11)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,877 $10,876 $11,000

Long-lived assets:

United StatesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,416 $ 9,372 $ 9,824

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,416 $ 9,372 $ 9,824

(1) For 2001, 2002 and 2003, revenues include trading margins of $401 million, $283 million and $(38) million, respectively.

(2) For 2001, 2002 and 2003, revenues include trading margins of $(23) million, $5 million and $(11) million, respectively.
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(22) Discontinued Operations Ì Sale of Our European Energy Operations

General. In February 2003, we signed an agreement to sell our European energy operations through
the sale of our shares in RE BV, a holding company for these operations. The sale closed in December
2003.

We calculated the United States dollar amounts, for those items disclosed as of either December 31,
2002 or 2003, assuming an exchange rate of 1.2595 US dollar to the Euro for December 31, 2003, and an
exchange rate of 1.0492 US dollar to the Euro for December 31, 2002, unless the context indicates
otherwise.

Purchase Price. We received net cash proceeds of $1.4 billion (Euro 1.1 billion). We used the net
cash proceeds from the sale (a) to prepay the Euro 600 million bank term loan borrowed by RECE to
Ñnance a portion of the original acquisition costs of our European energy operations and (b) to prepay
$567 million of debt under our March 2003 credit facilities ($360 million, which had been temporarily
placed in an escrow account, and an additional $207 million from the remaining net proceeds).

As additional contingent consideration for the sale, we are also entitled to receive from the purchaser
90% of any cash payments in excess of $139 million (Euro 110 million) paid by NEA B.V. (NEA) after
February 2003, to Reliant Energy Power Generation Benelux B.V. (REPGB), the operating subsidiary of
RE BV. REPGB has an equity investment in NEA, the former coordinating body for the Dutch electricity
sector. NEA is in the process of liquidating various stranded cost contract liabilities incurred by it during
the period prior to the liberalization of the Dutch energy market. Given uncertainties associated with this
liquidation, there can be no assurance as to the amount, if any, or timing of potential consideration
resulting from cash payments by NEA. As of December 31, 2003, we have no asset recorded in our
consolidated balance sheet for these potential cash payments from NEA.

Accounting Treatment of Sale Transaction. In connection with the sale, we recognized a loss on
disposition of $310 million during 2003. We do not currently anticipate that there will be a Dutch or
United States income tax beneÑt realized by us as a result of this loss. We will recognize contingent
payments, if any (as discussed above), in earnings upon receipt. During the Ñrst quarter of 2003, we began
to report the results of our European energy operations as discontinued operations in accordance with
SFAS No. 144 and accordingly, reclassiÑed amounts from prior periods. For information regarding
goodwill impairments of our European energy segment recognized in the Ñrst and fourth quarters of 2002
of $234 million and $482 million, respectively, see note 6.
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Assets and liabilities related to our European energy discontinued operations were as follows as of
December 31, 2002 (in millions):

Current Assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 112

Accounts and notes receivable and accrued unbilled revenues, principally customer,
netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 377

Other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 164

Total current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 653

Property, Plant and Equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,647

Other Assets:

Stranded costs indemniÑcation receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 203

Investment in NEA ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 210

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16

Total long-term assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,076

Total AssetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,729

Current Liabilities:

Current portion of long-term debt and short-term borrowingsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 631

Accounts payable, principally trade ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 306

Other current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 147

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,084

Other Liabilities:

Trading and derivative liabilities, including stranded costs liabilityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 363

Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 348

Total other liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 711

Long-term Debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37

Total long-term liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 748

Total LiabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,832

Accumulated other comprehensive income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 39

Revenues and pre-tax income (loss) related to our European energy discontinued operations were as
follows:

Year Ended December 31,

2001 2002 2003

(In millions)

RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $614 $632 $ 658

Income (loss) before income tax expense/beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 79 (380) (253)(1)

(1) Included in this amount is a $310 million loss related to our loss on disposition.
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(23) Discontinued Operations Ì Sale of Our Desert Basin Plant Operations

On July 9, 2003, we entered into a deÑnitive agreement to sell our 588-megawatt Desert Basin plant,
located in Casa Grande, Arizona, to Salt River Project Agricultural Improvement and Power District
(SRP) of Phoenix for $289 million. The sale closed in October 2003. Desert Basin, a combined-cycle
facility that we developed, started commercial operation in 2001 and provided all of its power to SRP
under a 10-year power purchase agreement, which terminated in connection with the sale. The Desert
Basin plant was the only operation of Reliant Energy Desert Basin, LLC, a subsidiary of Reliant
Resources. We used the net proceeds from the sale of $285 million to prepay indebtedness under our
March 2003 credit facilities.

During the third quarter of 2003, we began to report the results of our Desert Basin plant operations
as discontinued operations in accordance with SFAS No. 144 and accordingly, reclassiÑed amounts from
prior periods. We recognized a loss of $75 million, after-tax, on the disposition of our Desert Basin plant
operations during 2003. The loss on disposition of $84 million ($75 million after-tax), consisted of a loss of
$21 million ($12 million after-tax) on the tangible assets and liabilities associated with our actual
investment in the Desert Basin plant operations and a loss of $63 million (pre-tax and after-tax) relating
to the allocated goodwill of our wholesale energy reporting unit. We did not allocate any goodwill to our
Desert Basin plant operations prior to July 2003.

Assets and liabilities related to our Desert Basin plant discontinued operations were as follows as of
December 31, 2002 (in millions):

Current Assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì

Accounts and notes receivable and accrued unbilled revenues, principally customer, net 6

Other current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11

Property, Plant and Equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 302

Other Assets:

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì

Total long-term assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 302

Total Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $313

Current Liabilities:

Accounts payable, principally trade ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1

Other current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4

Other Liabilities:

Other liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12

Total other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12

Total long-term liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12

Total Liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 16
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Revenues and pre-tax income (loss) related to our Desert Basin plant discontinued operations were as
follows:

Year Ended
December 31,

2001 2002 2003

(In millions)

Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $8 $62 $49

Income (loss) before income tax expense/beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 39 (57)(1)

(1) Included in this amount is an $84 million loss related to our loss on disposition.

* * *
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(Thousands of Dollars)

Year Ended December 31,

2001 2002 2003

(Expenses) Income:

General, administrative and depreciation, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(104,382) $ (53,596) $ (10,630)

Equity in earnings (loss) of investments in subsidiaries ÏÏÏÏÏÏÏÏ 567,032 (523,524) (1,176,905)

Foreign currency translation loss from intercompany note
receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15,839) Ì Ì

Transaction costs associated with sale of European energy
operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (15,647)

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,625) (116,197) (379,193)

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 8,628 3,666

Interest income Ì CenterPoint, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,523 2,657 Ì

Interest income Ì subsidiaries, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 126,576 103,322 168,668

Income (Loss) Before Income Taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 566,285 (578,710) (1,410,041)

Income tax expense (beneÑt)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,934 (18,898) (67,924)

Net Income (Loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 563,351 $(559,812) $(1,342,117)

See Notes to the Condensed Financial Statements and Reliant Resources'
Consolidated Financial Statements
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RELIANT RESOURCES, INC.

SCHEDULE I Ì CONDENSED FINANCIAL INFORMATION OF REGISTRANT
CONDENSED BALANCE SHEETS

(Thousands of Dollars)

December 31,

2002 2003

ASSETS

Current Assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 656,966 $ 23,435

Restricted cashÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 7,000

Advances to and notes receivable from subsidiaries, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 817,128 420,546

Accounts and notes receivable from CenterPoint, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,887 Ì

Federal income tax receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 94,792 83,310

Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,585 8,253

Prepayments and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,161 Ì

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,617,519 542,544

Property, Plant and Equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 120,893 Ì

Other Assets:

Advances to and notes receivable from subsidiaries, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,539,275 1,959,904

Investments in subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,714,872 5,177,690

Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,822 Ì

Restricted cashÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,000 Ì

OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,512 142,279

Total other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,323,481 7,279,873

Total AssetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $10,061,893 $7,822,417

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:

Current portion of long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 350,000 $ (2,251)

Accounts and other payables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 72,467 5,050

State franchise tax payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20 4,446

Interest payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,024 57,047

OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,806 15,444

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 448,317 79,736

BeneÑt Obligations and Other Liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,688 33,037

Long-term DebtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,916,000 3,337,845

Commitments and Contingencies (note 5)

Stockholders' Equity:

Preferred stock; par value $0.001 per share (125,000,000 shares authorized; none outstanding)ÏÏÏÏÏÏÏÏ Ì Ì

Common stock; par value $0.001 per share (2,000,000,000 shares authorized; 299,804,000 issued)ÏÏÏÏÏ 61 61

Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,836,957 5,841,438

Treasury stock at cost 9,198,766 and 5,212,017 shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (158,483) (89,769)

Retained earnings (deÑcit)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,539 (1,338,578)

Accumulated other comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (29,186) (41,353)

Stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,652,888 4,371,799

Total Liabilities and Stockholders' Equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $10,061,893 $7,822,417

See Notes to the Condensed Financial Statements and Reliant Resources'
Consolidated Financial Statements
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RELIANT RESOURCES, INC.

SCHEDULE I Ì CONDENSED FINANCIAL INFORMATION OF REGISTRANT
CONDENSED STATEMENTS OF CASH FLOWS

(Thousands of Dollars)

Year Ended December 31,

2001 2002 2003

Cash Flows from Operating Activities:

Net income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 563,351 $ (559,812) $(1,342,117)

Adjustments to reconcile net income (loss) to net cash provided by (used in)

operating activities:

Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (39,840) 35,862 (11,919)

Equity in (earnings) loss of investment in subsidiariesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (567,032) 523,524 1,176,905

Curtailment and related beneÑt enhancement ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 99,523 Ì Ì

Accounting settlement for certain beneÑt plansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 47,356 Ì

IneÅectiveness of interest rate hedgesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 16,037 10,618

Amortization of deferred Ñnancing costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 591 1,330 94,787

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 9,993 (16,460)

Changes in other assets and liabilities:

Receivables from subsidiaries, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (48,365) (4,779) 19,993

Receivables from CenterPoint, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,332) 1,196 25,887

Federal income tax receivable/payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,149 11,132 4,829

Other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,141) (4,020) (5,139)

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,297) (27,778) (30,857)

Accounts and other payables ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,730 (5,073) (560)

State franchise tax payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 20 4,426

Interest payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 17,024 40,023

Other current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,120 340 19,963

Interest rate hedges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (55,048) (29,469)

Hedges of net investment in foreign subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (162,432) (7,775)

Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,422 276 16,941

Net cash provided by (used in) operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61,879 (154,852) (29,924)

Cash Flows from Investing Activities:

Capital expenditures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (44,278) (76,238) (20,116)

Business acquisition, net of cash acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (2,963,801) Ì

Investments in, advances to and notes receivable from

subsidiaries, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,150,540) (794,874) 1,634,946

Net cash (used in) provided by investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,194,818) (3,834,913) 1,614,830
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RELIANT RESOURCES, INC.

SCHEDULE I Ì CONDENSED FINANCIAL INFORMATION OF REGISTRANT
CONDENSED STATEMENTS OF CASH FLOWS Ì (continued)

(Thousands of Dollars)

Year Ended December 31,

2001 2002 2003

Cash Flows from Financing Activities:

Proceeds from debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 1,375,000

Payments of long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (2,047,878)

Proceeds from issuance of stock, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,696,074 Ì Ì

Increase (decrease) in short-term borrowings and revolving

credit facilities, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 4,266,000 (1,369,814)

Purchase of treasury stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (189,460) Ì Ì

Proceeds from issuances of treasury stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 13,527 7,531

Payments of Ñnancing costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (15,978) (183,276)

Change in notes receivable with CenterPoint, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (381,854) 381,854 Ì

Contributions from CenterPointÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,441 Ì Ì

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 66 Ì

Net cash provided by (used in) Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,134,201 4,645,469 (2,218,437)

Net Change in Cash and Cash EquivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,262 655,704 (633,531)

Cash and Cash Equivalents at Beginning of Year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,262 656,966

Cash and Cash Equivalents at End of Year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,262 $ 656,966 $ 23,435

Supplemental Disclosure of Cash Flow Information:

Cash Payments:

Interest paid ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 11,150 $ 84,267 $ 228,182

Income taxes paid (net of income tax refunds received) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,729 (32,737) (47,966)

See Notes to the Condensed Financial Statements and Reliant Resources'
Consolidated Financial Statements
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RELIANT RESOURCES, INC.

SCHEDULE I Ì CONDENSED FINANCIAL INFORMATION OF REGISTRANT

NOTES TO CONDENSED FINANCIAL STATEMENTS

(1) Background and Basis of Presentation

These condensed parent company Ñnancial statements have been prepared in accordance with
Rule 12-04, Schedule 1 of Regulation S-X, as the restricted net assets of Reliant Resources' subsidiaries
exceed 25% of the consolidated net assets of Reliant Resources. This information should be read in
conjunction with the Reliant Resources and subsidiaries consolidated Ñnancial statements included
elsewhere in this Ñling.

Reliant Resources, a Delaware corporation, was incorporated in August 2000 with 1,000 shares of
common stock, which were owned by Reliant Energy. EÅective December 31, 2000, Reliant Energy
consolidated its unregulated operations under Reliant Resources. In addition, corporate support and
executive oÇcers transferred to Reliant Resources on January 1, 2001.

EÅective July 1, 2003, we formed a new company, Reliant Energy Corporate Services, LLC (RECS),
which is wholly-owned by Reliant Resources. RECS was created to hold the employees, the employee-
related costs and other general corporate activities that were previously held by Reliant Resources. The
applicable assets and liabilities were transferred from Reliant Resources to RECS eÅective July 1, 2003.

Reliant Resources' 100% investments in its subsidiaries have been recorded using the equity basis of
accounting in the accompanying condensed parent company Ñnancial statements. Included in equity in
earnings (loss) of investments in subsidiaries in 2001, 2002 and 2003 are (a) earnings/losses related to our
European energy operations, which have been reÖected as discontinued operations as more fully described
in note 22 to Reliant Resources' consolidated Ñnancial statements and (b) cumulative eÅects of
accounting changes for new accounting pronouncements as more fully described in notes 2(c), 2(d), 2(q)
and 6 to Reliant Resources' consolidated Ñnancial statements.

Some amounts from the previous years have been reclassiÑed to conform to the 2003 presentation of
condensed Ñnancial information. These reclassiÑcations do not aÅect earnings.

(2) Certain Related Party Transactions

(a) Income Taxes

Prior to October 1, 2002, Reliant Resources was included in the consolidated federal income tax
returns of CenterPoint and calculated its income tax provision on a separate return basis under a tax
sharing agreement with CenterPoint. Prior to October 1, 2002, current federal income taxes were payable
to or receivable from CenterPoint. Subsequent to September 30, 2002, Reliant Resources Ñles a separate
federal income tax return. As of October 1, 2002, Reliant Resources entered into a tax sharing agreement
with certain of its subsidiaries. Pursuant to the tax sharing agreement, Reliant Resources pays all federal
income taxes on behalf of its subsidiaries included in the consolidated tax group and is entitled to any
related tax refunds. The diÅerence between Reliant Resources' current federal income tax expense or
beneÑt, as calculated on a separate return basis, and related amounts payable to/receivable from the
Internal Revenue Service is reÖected as an increase/decrease to the investments in subsidiaries account
and is reÖected on the subsidiaries' books as adjustments to their equity. During 2002 and 2003, Reliant
Resources made equity contributions to its subsidiaries for deemed distributions related to current federal
income taxes of $64 million and $52 million, respectively.

(b) Allocations of General, Administrative and Depreciation Costs and Cash Management Function

Certain general, administrative and depreciation costs are allocated from Reliant Resources to its
subsidiaries. For 2001, 2002 and 2003, these allocations were $136 million, $187 million and $110 million,
respectively, and are netted in the applicable line on the condensed statements of operations. The unpaid
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RELIANT RESOURCES, INC.

SCHEDULE I Ì CONDENSED FINANCIAL INFORMATION OF REGISTRANT

NOTES TO CONDENSED FINANCIAL STATEMENTS Ì (Continued)

allocations are reÖected as a component of current advances to and notes receivable from subsidiaries, net
in the condensed balance sheets. As discussed in note 1, as certain assets and liabilities were transferred
from Reliant Resources to RECS eÅective July 1, 2003, the related activity and costs from that date
through December 31, 2003 were allocated from RECS to Reliant Resources' subsidiaries and are not
reÖected in the $110 million of allocations discussed above for 2003. The amount allocated from RECS to
Reliant Resources' subsidiaries from July 1, 2003 through December 31, 2003, was $125 million.

Through June 30, 2002, a subsidiary of CenterPoint had established a ""money fund'' through which
Reliant Resources could borrow or invest on a short-term basis. Also, during 2001, proceeds not utilized
from the IPO were advanced to this subsidiary of CenterPoint. Reliant Resources earned interest income
from CenterPoint for these short-term investments. After the IPO, Reliant Resource established a similar
""money fund'' or ""central bank'' through which its subsidiaries can borrow or invest on a short-term basis.
The net amounts are included in current and long-term advances to and notes receivable from subsidiaries,
net in the condensed balance sheets.

(3) Restricted Net Assets of Subsidiaries

Certain of Reliant Resources' subsidiaries have eÅective restrictions on their ability to pay dividends
or make intercompany loans and advances pursuant to their Ñnancing arrangements. The amount of
restricted net assets of Reliant Resources' subsidiaries as of December 31, 2003 is approximately
$2.8 billion. Such restrictions are on the net assets of Orion Capital, Liberty and Channelview. Orion
MidWest and Orion NY are subsidiaries of Orion Capital.

It is the customary practice of Reliant Resources to loan monies to and borrow monies from certain
of its subsidiaries through the use of the ""central bank'' as described in note 2 above. However, there were
no legally declared cash dividends or return of shareholder's equity to Reliant Resources from its
subsidiaries in 2001, 2002 and 2003.

(4) Banking or Debt Facilities

For a discussion of Reliant Resources' banking or debt facilities, see note 9 to Reliant Resources'
consolidated Ñnancial statements. Reliant Resources' debt obligations are included in the Other Operations
segment data in note 21 to Reliant Resources' consolidated Ñnancial statements.

Maturities of Reliant Resources' debt obligations outstanding as of December 31, 2003, were as
follows (in millions):

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,968

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì

2009 and thereafterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,376

Subtotal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,344

Other items included in debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8)

Total debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,336
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(5) Commitments and Contingencies

For a discussion of Reliant Resources' commitments and contingencies, see notes 14 and 15 to
Reliant Resources' consolidated Ñnancial statements.

(a) Guarantees

Reliant Resources has issued guarantees in conjunction with certain performance agreements and
commodity and derivative contracts and other contracts that provide Ñnancial assurance to third parties on
behalf of a subsidiary or an unconsolidated third-party. The guarantees on behalf of subsidiaries are
entered into primarily to support or enhance the creditworthiness otherwise attributed to a subsidiary on a
stand-alone basis, thereby facilitating the extension of suÇcient credit to accomplish the relevant
subsidiary's intended commercial purposes.

The following tables detail Reliant Resources' various guarantees, including the maximum potential
amounts of future payments, assets held as collateral and the carrying amount of the liabilities recorded on
the balance sheets, if applicable:

December 31, 2002

Maximum Carrying Amount
Potential Amount Assets Held of Liability

of Future as Recorded on
Type of Guarantee Payments Collateral Balance Sheet

(In millions)

Trading and hedging obligations(1) ÏÏÏÏÏÏÏÏÏÏÏÏ $5,012 $Ì $Ì

Guarantees under construction agency
agreements(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,325 Ì Ì

Payment and performance obligations under
power purchase agreements for power
generation assets and renewables(3) ÏÏÏÏÏÏÏÏÏ 339 Ì Ì

Standby letters of credit(4)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 72 Ì Ì

Payment and performance obligations under
service contracts and leases(5) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103 Ì Ì

Non-qualiÑed beneÑts of CenterPoint's
retirees(6) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58 Ì Ì

Sale of electricity to large commercial, industrial
and institutional customers(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48 Ì Ì

Total guarantees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,957 $Ì $Ì
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December 31, 2003

Maximum Carrying Amount
Potential Amount Assets Held of Liability

of Future as Recorded on
Type of Guarantee Payments Collateral Balance Sheet

(In millions)

Trading and hedging obligations(1) ÏÏÏÏÏÏÏÏÏÏÏÏ $4,616 $Ì $Ì

Payment and performance obligations under
power purchase agreements for power
generation assets and renewables(3) ÏÏÏÏÏÏÏÏÏ 326 Ì Ì

Standby letters of credit(4)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 166 Ì Ì

Payment and performance obligations under
service contracts and leases(5) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 87 Ì Ì

Non-qualiÑed beneÑts of CenterPoint's
retirees(6) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57 Ì Ì

Sale of electricity to large commercial, industrial
and institutional customers(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40 Ì Ì

Total guarantees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,292 $Ì $Ì

(1) Reliant Resources has guaranteed the performance of certain of its wholly-owned subsidiaries' trading and hedging obligations.

These guarantees were provided to counterparties in order to facilitate physical and Ñnancial agreements in electricity, gas, oil,

transportation and related commodities and services. These guarantees have varying expiration dates. The fair values of the

underlying transactions are included in Reliant Resources' subsidiaries' balance sheets.

(2) See note 14(b) to Reliant Resources' consolidated Ñnancial statements for discussion of Reliant Resources' guarantees under the

construction agency agreements. These guarantees were terminated in March 2003.

(3) Reliant Resources has guaranteed the payment and performance obligations of certain wholly-owned subsidiaries arising under

certain power purchase agreements. As of December 31, 2003, these guarantees have varying expiration dates through December

2016.

(4) Reliant Resources has outstanding standby letters of credit which guarantee the performance of certain of its wholly-owned

subsidiaries. As of December 31, 2003, these letters of credit expire on various dates through December 2004.

(5) Reliant Resources has guaranteed the payment obligations of certain wholly-owned subsidiaries arising under long-term service

agreements and leases for certain facilities. As of December 31, 2003, the expiration of certain guarantees was not yet

determinable. As of December 31, 2003, guarantees with determinable expiration dates expire over varying years through

December 2019.

(6) Reliant Resources has guaranteed, in the event CenterPoint becomes insolvent, certain non-qualiÑed beneÑts of CenterPoint's

and its subsidiaries' existing retirees at the Distribution. See note 14(e) to Reliant Resources' consolidated Ñnancial statements.

(7) Reliant Resources has guaranteed commodity related payments for certain wholly-owned subsidiaries' sale of electricity to large

commercial, industrial and institutional customers to facilitate the physical and Ñnancial transactions of electricity services. As of

December 31, 2003, these guarantees expire on various dates through October 2006.

Unless otherwise noted, failure by the primary obligor to perform under the terms of the various
agreements and contracts guaranteed may result in the beneÑciary requesting immediate payment from
Reliant Resources. To the extent liabilities exist under the various agreements and contracts that Reliant
Resources guarantees, such liabilities are recorded in Reliant Resources' subsidiaries' balance sheets at
December 31, 2003. Management believes the likelihood that Reliant Resources would be required to
perform or otherwise incur any signiÑcant losses associated with any of these guarantees is remote.

Reliant Resources has entered into contracts that include indemniÑcation and guarantee provisions as
a routine part of its business activities. Examples of these contracts include asset purchase and sale
agreements, commodity purchase and sale agreements, operating agreements, service agreements, lease
agreements, procurement agreements and certain debt agreements. In general, these provisions indemnify
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the counterparty for matters such as breaches of representations and warranties and covenants contained in
the contract and/or against certain speciÑed liabilities. In the case of commodity purchase and sale
agreements, generally damages are limited through liquidated damages clauses whereby the parties agree
to establish damages as the costs of covering any breached performance obligations. In the case of debt
agreements, Reliant Resources generally indemniÑes against liabilities that arise from the preparation,
entry into, administration or enforcement of the agreement. Under these indemniÑcations and guarantees,
the maximum potential amount is not estimable given that the magnitude of any claims under the
indemniÑcations would be a function of the extent of damages actually incurred, which is not practicable
to estimate unless and until the event occurs. Management believes the likelihood of making any material
payments under these provisions is remote. For additional discussion of certain indemniÑcations and
guarantees by Reliant Resources, see note 14(e) to Reliant Resources' consolidated Ñnancial statements.

(b) Leases

As of December 31, 2003, Reliant Resources is obligated under long-term non-cancelable operating
leases, including the lease related to our corporate headquarters. The following table sets forth information
concerning these cash obligations as of December 31, 2003 (in millions):

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 26

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22

2006ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22

2007ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22

2008ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22

2009 and thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 217

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $331

* * *
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SCHEDULE II Ì RESERVES
For the Three Years Ended December 31, 2003

(Thousands of Dollars)

Column A Column B Column C Column D Column E

Additions

Balance at Charged Charged to Deductions Balance at
Beginning to Other from End of

Description of Period Income Accounts(1) Reserves(2) Period

For the Year Ended December 31, 2001:

Accumulated provisions:

Uncollectible accounts receivableÏÏÏÏÏÏ $51,466 $38,230 $ 1,455 $(1,487) $89,664

Reserves deducted from trading assets 66,132 27,717 Ì Ì 93,849

Reserves for accrue-in-advance major
maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,549 (11,870) Ì Ì 4,679

Reserves for inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,828 51 Ì (6,424) 455

Deferred tax assets valuation ÏÏÏÏÏÏÏÏÏ 10,631 (7,977) Ì Ì 2,654

For the Year Ended December 31, 2002:

Accumulated provisions:

Uncollectible accounts receivableÏÏÏÏÏÏ 89,664 21,126 989 (43,494) 68,285

Reserves deducted from trading assets 93,849 (34,938) Ì (13,437) 45,474

Reserves for accrue-in-advance major
maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,679 2,056 Ì Ì 6,735

Reserves for inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 455 725 208 Ì 1,388

Deferred tax assets valuation ÏÏÏÏÏÏÏÏÏ 2,654 15,957 29,714 Ì 48,325

For the Year Ended December 31, 2003:

Accumulated provisions:

Uncollectible accounts receivableÏÏÏÏÏÏ 68,285 78,545 Ì (72,789) 74,041

Reserves deducted from trading assets 45,474 (24,111) (11,992) Ì 9,371

Reserves for accrue-in-advance major
maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,735 2,912 Ì Ì 9,647

Reserves for inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,388 (1,180) Ì Ì 208

Deferred tax assets valuation ÏÏÏÏÏÏÏÏÏ 48,325 214,812 Ì Ì 263,137

(1) Charged to other accounts represents obligations acquired through business acquisitions and transfers of reserves to other

accounts. In 2003, we changed our classiÑcation of certain derivative activities that historically were reclassiÑed as trading

activities to non-trading activities. See note 2(d) to Reliant Resources' consolidated Ñnancial statements.

(2) Deductions from reserves represents losses or expenses for which the respective reserves were created. In the case of the

uncollectible accounts reserve, such deductions are net of recoveries of amounts previously written oÅ.

* * *
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INDEPENDENT AUDITORS' REPORT

To the Management of Reliant Energy Retail Holdings, LLC
Houston, Texas

We have audited the accompanying consolidated balance sheets of Reliant Energy Retail Holdings,
LLC and its subsidiaries (the Company), as of December 31, 2002 and 2003, and the related consolidated
statements of operations, cash Öows, member's (deÑcit) equity and comprehensive income (loss) for each
of the three years in the period ended December 31, 2003. These Ñnancial statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on these Ñnancial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by
management, as well as evaluating the overall Ñnancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such consolidated Ñnancial statements present fairly, in all material respects, the
Ñnancial position of the Company at December 31, 2002 and 2003, and the results of its operations and its
cash Öows for each of the three years in the period ended December 31, 2003, in conformity with
accounting principles generally accepted in the United States of America.

As discussed in notes 2, 5 and 6 to the consolidated Ñnancial statements, the Company changed its
accounting for energy trading contracts and its presentation of revenues and costs of sales associated with
non-trading commodity derivative activities in 2003, its method of presenting its trading activities from a
gross basis to a net basis and its accounting for goodwill and other intangibles in 2002.

DELOITTE & TOUCHE LLP

Houston, Texas
March 5, 2004
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CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,

2001 2002 2003

(Thousands of dollars)

Revenues:

Electricity sales and service revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $113,601 $3,020,341 $5,059,616

Trading margins ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 74,354 157,940 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 187,955 3,178,281 5,059,616

Expenses:

Purchased power ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,757 2,037,428 3,845,375

Accrual for payment to CenterPoint Energy, Inc.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 128,300 46,700

Operation and maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109,947 153,068 175,957

General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75,095 232,721 277,616

Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,843 26,061 35,911

Taxes other than income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 543 59,122 61,205

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 201,185 2,636,700 4,442,764

Operating (Loss) Income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13,230) 541,581 616,852

Other (Expense) Income:

Loss on sale of receivablesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (10,347) (37,613)

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 49 42 103

Interest (expense) income Ì aÇliated companies, net ÏÏÏÏÏÏÏÏÏ (9,516) 896 17,869

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (79) (3,539) (6,009)

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 432 4,600 12,555

Total other expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,114) (8,348) (13,095)

(Loss) Income Before Income Taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (22,344) 533,233 603,757

Income tax (beneÑt) expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,562) 205,125 231,556

(Loss) Income Before Cumulative EÅect of Accounting Change ÏÏ (14,782) 328,108 372,201

Cumulative eÅect of accounting change, net of tax of $3,613ÏÏÏÏ Ì Ì 5,832

Net (Loss) IncomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(14,782) $ 328,108 $ 378,033

See Notes to the Consolidated Financial Statements
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RELIANT ENERGY RETAIL HOLDINGS, LLC AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31,

2002 2003

(Thousands of dollars)

ASSETS
Current Assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 386,819 $ 9,856
Accounts and notes receivable, principally customer, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 319,284 91,088
Note receivable related to receivables facility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 167,996 393,822
Trading and derivative assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53,220 45,432
Trading and derivative assets Ì aÇliated company, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 97,194 13,067
Margin deposits on energy trading and hedging activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 12,250
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 64,376
Prepayments and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,415 50,647

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,057,928 680,538

Property, Plant and Equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 182,778 181,994

Other Assets:
Goodwill, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,631 31,631
Other intangibles, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,001 3,144
Investment in unconsolidated subsidiary ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,321 15,838
Trading and derivative assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,845 5,507
Trading and derivative assets Ì aÇliated company, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,212 315
Notes receivable Ì aÇliated company ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 724,091
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,909 Ì
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,938 2,079

Total other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 102,857 782,605

Total Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,343,563 $1,645,137

LIABILITIES AND MEMBER'S EQUITY
Current Liabilities:

Accounts payable, principally trade ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 146,691 $ 174,244
Accounts payable Ì aÇliated companies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 344,503 17,717
Trading and derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 89,546 11,478
Customer deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51,750 57,169
Current portion of long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,981 3,837
State income taxes payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30,321 41,058
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,929 Ì
Other taxes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,113 32,314
Accrual for payment to Centerpoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 175,000
Accrued transmission and distribution chargesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61,606 52,983
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,706 38,099

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 793,146 603,899

Other Liabilities:
Trading and derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,230 251
Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 128,300 Ì
Notes payable Ì aÇliated company ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64,229 Ì
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 24,778
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,752 5,627

Total other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 209,511 30,656

Long-term Debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,837 Ì
Commitments and Contingencies
Member's equity (including accumulated other comprehensive income of

$9,236, net of tax)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 337,069 1,010,582

Total Liabilities and Member's Equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,343,563 $1,645,137

See Notes to the Consolidated Financial Statements
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RELIANT ENERGY RETAIL HOLDINGS, LLC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2001 2002 2003

(Thousands of dollars)

Cash Flows from Operating Activities:
Net (loss) income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(14,782) $ 328,108 $ 378,033
Adjustments to reconcile net (loss) income to net cash (used

in) provided by operating activities:
Cumulative eÅect of accounting change, net of taxÏÏÏÏÏÏÏÏÏÏ Ì Ì (5,832)
Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,843 26,061 35,911
Deferred income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,204 (43,331) (49,295)
Net trading and derivative assets and liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏ (73,128) 5,297 48,291
Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏ Ì 128,300 46,700
Federal income tax contribution from Reliant Resources, Inc. Ì 75,529 242,678

Changes in other assets and liabilities:
Accounts and notes receivable and unbilled revenues, net ÏÏÏÏ (34,555) (545,149) (28,190)
Notes receivable facility proceeds ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 95,000 23,000
Prepayments and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 157 (31,781) (17,232)
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,799 (1,943) 1,037
Margin deposits on energy trading and hedging activities, net Ì Ì (12,250)
Net trading and derivative assets and liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 65,596
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,023 125,220 27,553
Customer deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8 51,743 5,419
Accounts and notes receivable/payable Ì aÇliated companies,

net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,334 (67,788) 67,340
Income taxes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,736 33,354 10,737
Other taxes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 704 30,216 1,201
Transmission and distribution charges accruedÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,335 61,606 (8,623)
Other current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,038 (22,499) 15,392
Other liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,051 (4,801) (2,394)

Net cash (used in) provided by operating activities ÏÏÏÏÏÏÏ (30,233) 243,142 845,072

Cash Flows from Investing Activities:
Capital expenditures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (99,607) (56,428) (34,136)
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 607 Ì

Net cash used in investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (99,607) (55,821) (34,136)

Cash Flows from Financing Activities:
Proceeds from long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 13,537 Ì
Payments of long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (4,719) (4,981)
Changes in notes with Reliant Resources, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 136,511 180,960 (1,182,918)
Contributions from member ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,980 Ì

Net cash provided by (used in) Ñnancing activities ÏÏÏÏÏÏÏÏÏ 136,511 191,758 (1,187,899)

Net Change in Cash and Cash Equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,671 379,079 (376,963)
Cash and Cash Equivalents at Beginning of Period ÏÏÏÏÏÏÏÏÏÏÏÏ 1,069 7,740 386,819

Cash and Cash Equivalents at End of Period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7,740 $ 386,819 $ 9,856

Supplemental Disclosure of Cash Flow Information:
Cash Payments:

Interest paid ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 79 $ 803 $ 5,615
Interest paid to aÇliates, net (net of amounts capitalized) ÏÏÏ 9,516 Ì Ì
Income taxes paid (net of income tax refunds received) ÏÏÏÏÏ (28,747) 138,537 21,898

Non-cash Disclosure:
Contributions from member ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,176 76,160 286,244

See Notes to the Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF MEMBER'S (DEFICIT) EQUITY
AND COMPREHENSIVE INCOME/(LOSS)

Member's Comprehensive
(DeÑcit) Equity (Loss) Income

(Thousands of Dollars)

Balance at December 31, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (55,573)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,782) $(14,782)

Contributions from member ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,176

Comprehensive lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(14,782)

Balance at December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (69,179)

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 328,108 $328,108

Contributions from member ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 78,140

Comprehensive incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $328,108

Balance at December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 337,069

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 378,033 $378,033

Contributions from member ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 286,244

Other comprehensive income loss:

Deferred gain from cash Öow hedges, net of tax of $18,546 ÏÏÏÏÏÏÏÏÏÏ 30,018 30,018

ReclassiÑcation of net deferred gain from cash Öow hedges into net
loss, net of tax of $12,775 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (20,782) (20,782)

Comprehensive incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $387,269

Balance at December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,010,582

See Notes to the Consolidated Financial Statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Background and Basis of Presentation

(a) Background.

Reliant Energy Retail Holdings, LLC (Retail Holdings), a wholly-owned subsidiary of Reliant
Resources, Inc. (Reliant Resources), was formed September 1, 2000 in Delaware. Reliant Resources is the
sole member and holds all 1,000 shares of Retail Holdings. Retail Holdings and its subsidiaries are
collectively referred to herein as ""the Company.'' Prior to September 30, 2002, the majority of Reliant
Resources' common stock was owned by CenterPoint Energy, Inc. (CenterPoint), a regulated energy
services and delivery company. CenterPoint served the electricity customers in Houston, Texas until
January 1, 2002, when the electricity market opened to retail competition. On September 30, 2002,
CenterPoint distributed all of the 240 million shares of Reliant Resources' common stock it owned to its
common shareholders (Distribution).

The Company provides electricity products and services to end-use retail customers, ranging from
residential and small commercial customers to large commercial, industrial and institutional customers,
primarily in Texas. In 2003, the Company began providing retail energy products and services to small and
large commercial, industrial and institutional customers in New Jersey and Maryland.

Certain of the Company's wholly-owned subsidiaries include Reliant Energy Retail Services, LLC
(Retail Services), formed in September 2000; Reliant Energy Solutions, LLC (Solutions), formed in April
1996; Reliant Energy Electric Solutions, LLC (Electric Solutions), formed in January 2002; StarEn
Power, LLC (StarEn Power), formed in November 2000; Reliant Energy Solutions East, LLC (Solutions
East), formed in February 2002 and Reliant Energy Renewables, Inc. (Renewables), formed in April
2000. In December 2000, Reliant Resources contributed the operations of Retail Services and the
member's equity of Solutions to Retail Holdings. In accordance with accounting principles generally
accepted in the United States of America (GAAP), the transfers from Reliant Resources were accounted
for as a reorganization of entities under common control. In January 2003, the Company purchased all the
outstanding common stock in Renewables from Reliant Energy Power Generation, Inc., an aÇliated
company and an indirect wholly-owned subsidiary of Reliant Resources for $27,000 and assumed all notes
payable to aÇliated companies. The purchase price was based on Renewables' book value. The acquisition
was treated as a reorganization of entities under common control.

(b) Basis of Presentation.

The consolidated statements of operations include general corporate expenses allocated by Reliant
Resources to the Company and by CenterPoint to the Company during 2001. All of the allocations in the
consolidated Ñnancial statements are based on assumptions that management believes are reasonable under
the circumstances. However, these allocations may not necessarily be indicative of the costs and expenses
that would have resulted if the Company had been operated as a stand-alone entity. Additionally, costs to
manage the Company's supply might be greater if incurred on a stand-alone basis.

(2) Summary of SigniÑcant Accounting Policies

(a) ReclassiÑcations.

Some amounts from the previous years have been reclassiÑed to conform to the 2003 presentation of
Ñnancial statements. These reclassiÑcations do not eÅect earnings.

(b) Use of Estimates and Market Risk and Uncertainties.

The preparation of Ñnancial statements in conformity with GAAP requires management to make
estimates and assumptions that aÅect the reported amounts of assets and liabilities, disclosure of
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contingent assets and liabilities at the date of the Ñnancial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could diÅer from those estimates. The
Company's critical accounting estimates include: (a) trading and derivative activities, (b) estimated
revenues and energy supply costs and (c) contingencies.

The Company is subject to the risk associated with price movements of energy commodities and the
credit risk associated with its commercial activities. For additional information regarding these risks, see
notes 2(d) and 6. The Company is subject to risks relating to the reliability of the systems, procedures and
other infrastructure necessary to operate the business. The Company is also subject to risks relating to
changes in laws and regulations; the outcome of pending lawsuits, governmental proceedings and
investigations; the eÅects of competition; liquidity concerns in its markets; the availability of adequate
supplies of electricity; weather conditions; the creditworthiness or Ñnancial distress of its counterparties;
actions by rating agencies with respect to Reliant Resources or its competitors; political, legal, regulatory
and economic conditions and developments; the successful operation of deregulating power markets and
other items.

(c) Principles of Consolidation.

The accounts of the Company and its wholly-owned subsidiaries are included in the consolidated
Ñnancial statements except for a receivables facility arrangement, which involves a qualiÑed special
purpose entity (QSPE) formed as a bankruptcy remote subsidiary in 2002, that the Company entered into
with Ñnancial institutions that purchase undivided interests in the Company's accounts receivable from
certain retail customers (see note 12). All signiÑcant intercompany transactions and balances are
eliminated in consolidation.

(d) Revenues and Accounting for Hedging and Trading Activities.

Electricity Revenues. The Company records gross revenues for energy sales and services to
residential, small commercial and large commercial, industrial and institutional electric customers that
have not executed a contract under the accrual method and these revenues generally are recognized upon
delivery. Electricity sales to large commercial, industrial and institutional customers under contracts
executed after October 25, 2002 are typically accounted for under the accrual method and these gross
revenues are generally recognized upon delivery.

Electricity sales to large commercial, industrial and institutional customers under contracts executed
before October 25, 2002 were accounted for under the mark-to-market method of accounting upon
contract execution. See further discussion below of the impact of implementation of Emerging Issues Task
Force (EITF) Issue No. 02-03, ""Issues Related to Accounting for Contracts Involved in Energy Trading
and Risk Management Activities,'' (EITF No. 02-03) rescinding EITF Issue No. 98-10, ""Accounting for
Contracts Involved in Energy Trading and Risk Management Activities,'' (EITF No. 98-10).

The determination of retail energy sales is based on the reading of customer meters by the
transmission and distribution utilities. The transmission and distribution utilities in Texas send the
information to the Electric Reliability Council of Texas (ERCOT) Independent System Operator
(ERCOT ISO), which in turn sends the information to the Company. The Company may be limited in its
ability to conÑrm the accuracy of such information. This activity occurs on a systematic basis throughout
the month. At the end of each month, amounts of energy delivered to customers since the date of the last
meter reading are estimated and the corresponding unbilled revenue is estimated. Unbilled revenue is
estimated each month based on estimated volumes for each customer class and derived from weather
factors and analyses of historical trends and experience. As of December 31, 2002 and 2003, the Company
had accrued unbilled revenues of $216 million and $290 million, respectively. As additional information
becomes available, the Company revises its estimated revenues related to prior periods and records the
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results in subsequent periods. The Company believes that the estimates and assumptions utilized to
recognize revenues are reasonable and represent its best estimates. However, actual results can diÅer from
those estimates.

Hedging Activities. EÅective January 1, 2001, the Company adopted Statement of Financial
Accounting Standards (SFAS) No. 133, ""Accounting for Derivative Instruments and Hedging Activities,''
as amended (SFAS No. 133), which establishes accounting and reporting standards for derivative
instruments. The adoption did not have a material impact to the Company's consolidated Ñnancial
statements.

If certain conditions are met, the Company may designate a derivative instrument as hedging (a) the
exposure to variability in expected future cash Öows (cash Öow hedge), (b) the exposure to changes in the
fair value of an asset or liability (fair value hedge) or (c) the foreign currency exposure of a net
investment in a foreign operation. This statement requires that a derivative be recognized at fair value in
the balance sheets whether or not it is designated as a hedge. Derivative commodity contracts for the
physical delivery of purchase and sale quantities transacted in the normal course of business are designated
as normal purchases and sales exceptions and are not reÖected in the consolidated balance sheet at fair
value. For a derivative that is designated as a cash Öow hedge, and depending on its eÅectiveness, changes
in fair value are deferred as a component of accumulated other comprehensive income (loss), net of
applicable taxes.

The Company designates its derivatives utilized in non-trading activities as cash Öow hedges only if
there is a high correlation between price movements in the derivative and the item designated as being
hedged. This correlation is measured both at the inception of the hedge and on an ongoing basis, with an
acceptable level of correlation of at least 80% to 125% for hedge designation. The gains and losses related
to derivative instruments designated as cash Öow hedges are deferred in accumulated other comprehensive
income (loss), net of tax, to the extent the contracts are eÅective as hedges, and then are recognized in
the results of operations in the same period as the settlement of the underlying hedged transactions. Once
the anticipated transaction occurs, the accumulated deferred gain or loss recognized in accumulated other
comprehensive income (loss) is reclassiÑed and included in the consolidated statements of operations
(a) prior to October 1, 2003, under the captions (i) purchased power, in the case of hedging activities
related to physical power purchases and (ii) revenues, in the case of hedging activities related to physical
power sales transactions and (b) eÅective October 1, 2003, under the captions (i) purchased power, in the
case of hedging activities related to physical power purchases that do physically Öow and (ii) revenues, in
the case of hedging activities related to physical power sales transactions and physical power purchases
that do not physically Öow.

For a derivative not designated as a hedge, changes in fair value are recorded as unrealized gains or
losses in the results of operations. If and when correlation ceases to exist at an acceptable level, hedge
accounting ceases and changes in fair value are recognized currently in the results of operations. If it
becomes probable that a forecasted transaction will not occur, the Company immediately recognizes the
respective deferred gains or losses in the results of operations. The associated hedging instrument is then
marked to market through the results of operations for the remainder of the contract term unless a new
hedging relationship is redesignated. Prior to October 1, 2003, revenues and purchased power related to
sale and purchase contracts designated as hedges were generally recorded on a gross basis in the delivery
period. In July 2003, the EITF issued EITF No. 03-11, which stated that realized gains and losses on
derivative contracts not ""held for trading purposes'' should be reported either on a net or gross basis based
on the relevant facts and circumstances. ReclassiÑcation of prior year amounts is not required. On
October 1, 2003, the Company began reporting prospectively the settlement of sales and purchases of
purchased power related to the non-trading commodity derivative activities that were not physically
delivered on a net basis in the consolidated statement of operations based on the item hedged. This change
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resulted in decreased revenues and a corresponding decrease in power of $3 million for the fourth quarter
of 2003. The Company believes the application of EITF 03-11 will continue to result in certain amounts of
our non-trading commodity derivative activities being reported on a net basis prospectively that were
previously reported on a gross basis. EITF No. 03-11 has no impact on margins or net income.
Comparative Ñnancial statements for prior periods have not been reclassiÑed to conform to this
presentation, as it is not required. In addition, it is not practicable to determine sales and purchased power
in 2001, 2002 and the nine months ended September 30, 2003 that would have been shown net if EITF
No. 03-11 had been applied to the results of operations historically.

In April 2003, the Financial Accounting Standards Board (FASB) issued SFAS No. 149
""Amendment of Statement 133 on Derivative Instruments and Hedging Activities'' (SFAS No. 149).
SFAS No. 149 clariÑes when a contract with an initial net investment meets the characteristics of a
derivative and when a derivative contains a Ñnancing component. SFAS No. 149 also amends certain
existing pronouncements, which will result in more consistent reporting of contracts as either derivative or
hybrid instruments. SFAS No. 149 is eÅective for contracts entered into or modiÑed after June 30, 2003
and for hedging relationships designated after June 30, 2003 and should be applied prospectively. The
implementation of SFAS No. 149 did not have a material impact on the consolidated Ñnancial statements.

For additional discussion of derivative and hedging activities, see note 6.

Trading Activities. In 2002, the EITF reached a consensus that all mark-to-market gains and losses
on energy trading contracts should be shown net in the statement of operations whether or not settled
physically. Beginning in the quarter ended September 30, 2002, the Company reports all energy trading
activities on a net basis in the consolidated statements of operations. Comparative Ñnancial statements for
prior periods were reclassiÑed to conform to this presentation.

Furthermore, in 2002, the EITF reached a consensus to rescind EITF No. 98-10. All contracts that
would have been accounted for under EITF No. 98-10, and that do not fall within the scope of
SFAS No. 133, may no longer be marked to market through earnings, eÅective October 25, 2002. This
transition was eÅective (a) on January 1, 2003 for contracts executed prior to October 25, 2002 and
(b) on October 25, 2002 for contracts executed on or after that date. The Company recorded a cumulative
eÅect of a change in accounting principle of $6 million gain, net of tax of $4 million, eÅective January 1,
2003, related to EITF No. 02-03. The cumulative eÅect reÖects the fair value, as of January 1, 2003, of
contracts executed prior to October 25, 2002 that had been marked to market under EITF No. 98-10 that
did not meet the deÑnition of a derivative under SFAS No. 133.

Prior to 2003, electricity sales to large commercial, industrial and institutional customers under
executed contracts (and the related energy supply contracts) for contracts executed prior to October 25,
2002 were accounted for under the mark-to-market method of accounting pursuant to EITF No. 98-10.
Accordingly, these contractual commitments were recorded at fair value in revenues on a net basis upon
contract execution. As of December 31, 2002, the recognized, unrealized balances were recorded at fair
value in trading and derivative assets/liabilities in the consolidated balance sheet. Beginning in January
2003, the Company began applying the normal purchase and sale exception of SFAS No. 133 to a
substantial portion of the large commercial, industrial and institutional sales contracts and the related
energy supply agreements and began utilizing accrual accounting. The related revenues and energy supply
costs are recorded on a gross basis in the results of operations. The results of operations related to the
electricity sales to large commercial, industrial and institutional customers for contracts executed prior to
October 25, 2002 are not comparable between 2001, 2002 and 2003 because of this change. During 2001
and 2002, the Company recognized $73 million and $(6) million, respectively, of unrealized net gains
(losses) related to our electricity sales to large commercial, industrial and institutional customers and the
related energy supply contracts. During 2003, volumes were delivered under electricity sales to large
commercial, industrial and institutional customers under executed contracts and the related energy supply

F-126



RELIANT ENERGY RETAIL HOLDINGS, LLC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

contracts for which $66 million was previously recognized as unrealized earnings. As of December 31,
2003, the Company has unrealized gains that have been previously recorded in the results of operations of
$27 million that will be realized upon delivery of the electricity ($21 million in 2004 and $6 million in
2005). These unrealized gains are recorded in trading and derivative assets/liabilities in the consolidated
balance sheets of an aÇliated company, as of December 31, 2003 and the related contracts are accounted
for as cash Öow hedges or normal purchases and sales contracts under SFAS No. 133. See note 3(b).

During 2001 and 2002, the Company recorded $74 million and $43 million, respectively, of fair value
at the contract inception related to trading activities, including electricity sales to large commercial,
industrial and institutional customers and the related energy supply contracts. Inception gains recorded
were evidenced by quoted market prices and other current market transactions for energy trading contracts
with similar terms and counterparties.

For additional discussion regarding trading revenue recognition and the related estimates and
assumptions that can aÅect reported amounts of such revenues, see note 6.

Set-oÅ of Trading and Derivative Assets and Liabilities. Where trading and derivative instruments
are subject to a master netting agreement and the criteria of FASB Interpretation No. 39, ""OÅsetting of
Amounts Related to Certain Contracts,'' are met, the Company presents trading and derivative assets and
liabilities on a net basis in the consolidated balance sheets. Trading and derivative assets/liabilities and
accounts receivable/payable are presented separately in the consolidated balance sheets.

(e) General and Administrative Expenses.

The general and administrative expenses in the consolidated statements of operations include
(a) employee-related costs, (b) certain contractor costs, (c) advertising, (d) bad debt expense,
(e) marketing and market research, (f) corporate and administrative services (including management
services, Ñnancial and accounting, cash management and treasury support, legal, information technology
system support, oÇce management and human resources) and (g) certain beneÑt costs. Some of these
expenses are allocated from aÇliates, see further discussion in note 3.

(f) Property, Plant and Equipment and Depreciation Expense.

The Company records property, plant and equipment at historical cost. Depreciation is computed
using the straight-line method based on estimated useful lives. Property, plant and equipment includes the
following:

December 31,Estimated Useful
Lives (Years) 2002 2003

(In millions)

Information technology ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 - 10 $170 $193

Generation facilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20 23 30

Machinery, telecommunications equipment and otherÏÏÏÏÏÏÏÏÏÏ 5 14 14

Furniture and leasehold improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 - 7 9 13

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 216 250

Accumulated depreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (33) (68)

Property, plant and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $183 $182

Information technology assets include hardware, software, consultant time, in-house labor and
capitalized interest used to design and implement various systems, including the customer billing and
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energy supply systems. Costs are capitalized in accordance with Statement of Position 98-1, ""Accounting
for Cost of Computer Software Developed or Obtained for Internal Use''.

Depreciation expense was $8 million, $25 million, and $35 million for 2001, 2002 and 2003,
respectively.

The Company periodically evaluates property, plant and equipment for impairment when events or
changes in circumstances indicate that the carrying value of these assets may not be recoverable. The
determination of whether an impairment has occurred is based on an estimate of undiscounted cash Öows
attributable to the assets, as compared to the carrying value of the assets. A resulting impairment loss is
highly dependent on the underlying assumptions.

(g) Goodwill and Amortization Expense.

The Company records goodwill for the excess of the purchase price over the fair value assigned to the
net assets of an acquisition. Through 2001, the Company amortized goodwill on a straight-line basis over
15 years. Pursuant to the Company's adoption of SFAS No. 142, ""Goodwill and Other Intangible Assets''
(SFAS No. 142) on January 1, 2002, the Company discontinued amortizing goodwill. See note 5 for a
discussion regarding the Company's adoption of SFAS No. 142. Goodwill amortization expense was
$2 million for 2001. Amortization expense for other intangibles was $1 million for 2001, 2002 and 2003.
See also note 5.

The Company periodically evaluates goodwill and other intangibles when events or changes in
circumstances indicate that the carrying value of these assets may not be recoverable. In 2001, the
determination of whether an impairment had occurred was based on an estimate of undiscounted cash
Öows attributable to the assets, as compared to the carrying value of the assets. EÅective January 1, 2002,
goodwill and other intangibles are evaluated for impairment in accordance with SFAS No. 142 (see
note 5). For further discussion of goodwill and other intangible asset impairment analyses in 2002 and
2003, see note 5.

(h) Stock-Based Compensation Plans.

The Company applies the intrinsic value method of accounting for employee stock-based
compensation plans in accordance with Accounting Principles Board Opinion No. 25, ""Accounting for
Stock Issued to Employees'' (APB No. 25). Under the intrinsic value method, no compensation expense
is recorded when options are issued with an exercise price equal to or greater than the market price of the
underlying stock on the date of grant. Since the stock options to employees have all been granted with the
exercise price equal to market value at date of grant, no compensation expense has been recognized under
APB No. 25. The Company complies with the disclosure requirements of SFAS No. 123, ""Accounting for
Stock-Based Compensation'' (SFAS No. 123) and SFAS No. 148, ""Accounting for Stock-Based
Compensation Ì Transition and Disclosure, an amendment to SFAS No. 123'' (SFAS No. 148) and
discloses the pro forma eÅect on net income (loss) as if the fair value method of accounting had been
applied to all stock awards. The FASB has announced that it plans to require all companies to expense the
fair value of employee stock options in 2005. The FASB is still evaluating ""fair value'' valuation models
and other items.

If compensation costs had been determined as prescribed by SFAS No. 123, net income (loss) would
have approximated the following pro forma results for 2001, 2002 and 2003, which take into account the
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amortization of stock-based compensation, including performance shares, purchases under the employee
stock purchase plan and stock options, to expense on a straight-line basis over the vesting periods:

Year Ended December 31,

2001 2002 2003

(In millions)

Net (loss) income, as reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(15) $328 $378

Add: Stock-based employee compensation expense included in
reported net income/loss, net of related tax eÅectsÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 1 1

Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards, net of
related tax eÅectsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5) (7) (7)

Pro forma net (loss) income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(19) $322 $372

For further information regarding Reliant Resources' and CenterPoint's stock-based compensation
plans in which the Company's employees participate, see note 8.

(i) Capitalization of Interest Expense.

Interest expense is capitalized as a component of major projects under construction and is amortized
over the estimated useful lives of the assets. It is principally applied to information technology projects.
During 2001, 2002 and 2003 the Company capitalized interest of $4 million, $2 million and $1 million,
respectively.

(j) Income Taxes.

Although the Company is organized as a limited liability company, and therefore has no federal
income tax liability, the Company calculates an income tax provision on a separate return basis. The
Company uses the asset and liability method of accounting for deferred income taxes and measures
deferred income taxes for all signiÑcant income tax temporary diÅerences. The current deferred tax assets
and liabilities are shown net in the consolidated balance sheets because the asset/liability is with Reliant
Resources. The non-current deferred tax assets and liabilities are shown net in the consolidated balance
sheets for the same reason. For additional information regarding income taxes, see note 9.

Prior to October 1, 2002, the Company was included in the consolidated federal income tax returns of
CenterPoint. As of October 1, 2002, the Company is included in the consolidated tax returns of Reliant
Resources and calculates its income tax provision on a separate return basis. Pursuant to the Company's
tax sharing agreement with Reliant Resources, Reliant Resources pays all federal income taxes on its
behalf and is entitled to any related tax refunds. The diÅerence between the Company's current federal
income tax expense or beneÑt, as calculated on a separate return basis, and related amounts paid or
received to/from Reliant Resources, if any, are recorded on its books as adjustments to member's equity
on its consolidated balance sheets. During 2002 and 2003, Reliant Resources made equity contributions to
the Company for deemed distributions related to current federal income taxes of $76 million and
$243 million, respectively.

(k) Cash and Cash Equivalents.

The Company records as cash and cash equivalents all highly liquid short-term investments with
original maturities or remaining maturities at date of purchase of three months or less.
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(l) Allowance for Doubtful Accounts.

Accounts and notes receivable, principally customers, net in the consolidated balance sheets are net of
an allowance for doubtful accounts of $36 million and $38 million at December 31, 2002 and 2003,
respectively. The net provision for doubtful accounts in the consolidated statements of operations for 2001,
2002 and 2003 was $3 million, $73 million and $65 million, respectively. The Company accrues a provision
for doubtful accounts based upon estimated percentages of uncollectible revenues. The Company
determines these percentages from counterparty credit ratings, historical collections, accounts receivable
aging analyses and other factors. The Company reviews the provision and estimated percentages
periodically and adjusts them as appropriate. The Company writes-oÅ accounts receivable balances against
the allowance for doubtful accounts when it deems the receivable to be uncollectible.

(m) New Accounting Pronouncements.

As of February 20, 2004, no standard setting body or authoritative body has established new
accounting pronouncements or changes to existing accounting pronouncements that would have a material
impact to the Company's results of operations, Ñnancial position or cash Öows, for which the Company has
not already adopted and/or disclosed elsewhere in these notes.

(3) Related Party Transactions

Accounts and notes payable Ì aÇliated companies relate primarily to purchased power, interest,
charges for services and oÇce space rental. The aÇliate accounts payable and notes payable are generally
settled on a monthly basis, with the exception of a $375 million aÇliate note as of December 31, 2002
from Reliant Resources. These items are discussed more fully below.

(a) Reliant Resources.

Corporate Support Services. Reliant Resources provides the Company various corporate support
services, including accounting, Ñnance, investor relations, tax, risk, treasury, planning, legal, communica-
tions, governmental and regulatory aÅairs, human resources, information technology services and other
shared services such as corporate security, facilities management, accounts payable, purchasing, payroll and
oÇce support services. The costs of services have been directly charged or allocated to the Company using
methods that management believes are reasonable. These methods include negotiated usage rates,
dedicated asset assignment and proportionate corporate formulas based on operating expenses and
employees. These charges and allocations are not necessarily indicative of what would have been incurred
had the Company been a stand-alone entity. Amounts charged and allocated to the Company for these
services were $13 million, $65 million and $93 million for 2001, 2002 and 2003, respectively. Included in
these amounts are $4 million, $8 million and $10 million, for 2001, 2002 and 2003, respectively, for the
Company's share of allocated rent expense, which is included in general and administrative expense in the
consolidated statements of operations.

Reliant Resources manages the Company's daily cash balances. Excess cash is advanced to Reliant
Resources, which provides a cash management function, and is recorded in long-term note receivable Ì
aÇliated company in the consolidated balance sheets. As cash is required to fund operations, the
Company's bank accounts are funded by Reliant Resources, and those changes are recorded as a reduction
in long-term note receivable Ì aÇliate. The Company records interest income or expense, based on
whether the Company invested excess funds, or borrowed funds from Reliant Resources. The amount of
interest (expense) income is $(13) million, $(1) million and $20 million, respectively.

On December 31, 2002, the Company borrowed $375 million from Reliant Resources, which is
included in accounts and notes payable Ì aÇliated companies on the consolidated balance sheets as of
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December 31, 2002. This note was repaid on April 11, 2003 and bore interest at the weighted average
corporate borrowing interest rate.

Naming Rights to the Houston Sports Complex. In October 2000, Reliant Resources acquired the
naming rights for a football stadium and other convention and entertainment facilities included in the
stadium complex. The agreement extends through 2032. In addition to naming rights, the agreement
provides Reliant Resources with signiÑcant sponsorship rights. The aggregate cost of the naming rights is
approximately $300 million. Starting in 2002, Reliant Resources began to pay $10 million each year, which
will continue through 2032, for the annual naming, advertising and other beneÑts under this agreement.
These costs are charged to the Company by Reliant Resources and are included in general and
administrative expense in the consolidated statements of operations.

Payment to CenterPoint in 2004. Consistent with the Texas electric restructuring law, Reliant
Resources expects to make a payment to CenterPoint for the Company's residential customers. This
provision of the law requires a payment be made to CenterPoint unless, as of December 31, 2003, 40% or
more of the electric power consumed in 2000 by each class of customer in the Houston service territory
was provided by other retail electric providers. In 2002, the Company entered into an agreement with
Reliant Resources in which the Company agreed to reimburse Reliant Resources for the payment. This
agreement was made because Retail Services receives the beneÑt of these customers and related proÑt
margin. Currently, the Company estimates the payment to be $175 million and expects that the payment
will be made in the fourth quarter of 2004. This amount is computed by multiplying $150 by the number
of residential customers that the Company served on January 1, 2004 in the Houston service territory, less
the number of residential customers the Company served in other areas of Texas on that same date. The
Company recognized $128 million (pre-tax) in the third and fourth quarters of 2002 and $47 million (pre-
tax) in the Ñrst quarter of 2003 for a total accrual of $175 million as of December 31, 2003. The
Company recognized the total obligation over the period the Company recognized the related revenues.

The Company will not be required to make a similar payment for small commercial customers
because in January 2004 the Public Utility Commission of Texas (PUCT) found that the 40% target for
small commercial customers was reached before the end of 2003.

(b) Reliant Energy Services, Inc.

Reliant Energy Services, Inc. (Reliant Energy Services) provides commodity price risk management
and supply procurement services for the Company. The administrative costs for these services were
$8 million and $2 million for 2002 and 2003, respectively. These costs did not exist in 2001.

Reliant Energy Services enters into contracts with third parties for the purposes of supplying the
Company with some of the electricity necessary to serve its retail customers. These supply contracts are
subject to the provisions of the master commodity purchase and sale agreements, master netting
arrangements, and other contractual arrangements that Reliant Energy Services utilizes with third-party
customers and suppliers in connection with Reliant Energy Services' supply portfolio management
activities, including those activities undertaken for the Company. Consequently, the cost associated with
credit support for the supply portfolio managed by Reliant Energy Services for the Company could diÅer
signiÑcantly from those that the Company would experience if it managed the electricity supply portfolio
directly with third parties.

The Company reimburses Reliant Energy Services for the ultimate price of any electricity sold from
Reliant Energy Services to the Company, including costs of derivative instruments, upon Ñnal delivery of
that electricity. The Company does not account for the unrealized value associated with the derivative
instruments executed by Reliant Energy Services with third parties because the contracts are executed by
Reliant Energy Services.
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The net purchases are included in purchased power expense in the consolidated statements of
operations, except for purchases related to supply for large commercial, industrial and institutional
customers under contracts entered into prior to October 25, 2002 which are included in trading margins.
Purchased power from Reliant Energy Services was $3 million, $2.0 billion and $522 million for 2001,
2002 and 2003, respectively. Sales and purchases of electricity related to large commercial, industrial and
institutional customers under contracts entered into prior to October 25, 2002, are accounted for on the
mark-to-market basis (see note 2(d) for further discussion) and are presented on a net basis in the
consolidated statements of operations. Unrealized gains related to supply contracts accounted for on a
mark-to-market basis totaled $142 million during 2002. During 2003, the Company recognized $93 million
of previously unrealized losses related to supply contracts accounted for on a mark-to-market basis prior to
2003. These costs did not exist in 2001. Purchases of electricity from Reliant Energy Services included in
trading margins for 2001, 2002, and 2003 were $14 million, $541 million and $0, respectively.

During 2003, certain supply contracts were transferred from Reliant Energy Services to the Company.
The value of those contracts was $43 million, net of tax of $27 million. This transfer was included in
contributions from member in the consolidated statement of member's (deÑcit) equity.

(c) Reliant Energy Power Generation, Inc.

Reliant Energy Power Generation, Inc. provides project management services related to the
construction of the Renewables facilities. The costs for these services were $1 million in 2002 and 2003.
These services were not incurred in 2001.

(d) CenterPoint.

Prior to the Distribution, CenterPoint was a related party. Transactions with CenterPoint subsequent
to the Distribution are not reported as aÇliated transactions. The Company had, or continues to have (as
indicated) the following agreements/transactions with CenterPoint:

Corporate Support Services. During 2001, CenterPoint provided the Company with various corporate
support services, information technology services and other previously shared services such as corporate
security, facilities management, payroll, accounts payable, oÇce support services, and purchasing services.
CenterPoint currently provides services involving remittance processing, bill inserting and bill printing.
Certain of these arrangements will continue until December 31, 2004; however, the Company has the right
to terminate categories of services at an earlier date. The charges paid to CenterPoint for these services
allow CenterPoint to recover its fully allocated costs, plus out-of-pocket costs and expenses. The costs of
services have been directly charged or allocated using methods that management believes are reasonable.
These methods include negotiated usage rates, dedicated asset assignment, and proportionate corporate
formulas based on assets, operating expenses and employees. These charges and allocations are not
necessarily indicative of what would have been incurred had the Company been an unaÇliated entity.
Amounts charged to the Company for these services were $2 million and $3 million during 2001 and the
nine months ended September 30, 2002, the date of the Distribution, and are included in operation and
maintenance expense in the consolidated statements of operations. It is not anticipated that a change, if
any, in these costs and revenues would have a material eÅect on the Company's consolidated results of
operations, cash Öows or Ñnancial position.

Services Provided to CenterPoint. During 2001, the Company provided billing, customer service,
credit and collection and remittance services to certain of CenterPoint's regulated utilities. The charges
CenterPoint paid for these services allowed the Company to recover its fully allocated costs of providing
the services, plus out-of-pocket costs and expenses. The Company recorded $53 million of revenues and
costs related to the provision of these services during 2001.
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During 2001, Renewables sold $1 million of electricity to CenterPoint.

Cash for customer deposits and the related liability of $46 million were transferred from CenterPoint
to the Company, eÅective with the transfer of the customers on January 1, 2002.

The Company also pays to CenterPoint a regulated tariÅ rate for electric transmission service for
delivering electricity to customers in the Houston area. For the nine months ended September 30, 2002,
the date of the Distribution, this expense was $664 million and is included in purchased power expense in
the consolidated statement of operations.

(4) Agreements Related to Texas Genco

Texas Genco, LP is a wholly-owned subsidiary of Texas Genco Holdings, Inc., a majority-owned
subsidiary of CenterPoint, and owns the Texas generating assets formerly held by CenterPoint's electric
utility division. Texas Genco, LP and Texas Genco Holdings, Inc. are collectively referred to herein as
""Texas Genco.''

In January 2003, CenterPoint distributed approximately 19% of the common stock of Texas Genco to
CenterPoint shareholders. CenterPoint granted Reliant Resources an option to purchase all of the
remaining shares of common stock of Texas Genco held by CenterPoint. The option expired unexercised
on January 24, 2004.

Texas Genco, as the aÇliated power generator of CenterPoint's electric utility, is required by law to
sell at auction 15% of the output of its installed generating capacity. These auction obligations will
continue until January 2007, unless at least 40% of the electricity consumed by residential and small
commercial customers in CenterPoint's service territory is being provided by other retail electric providers.
The Company is not currently able to participate in these legally mandated capacity auctions. Under
CenterPoint's prior agreement with Reliant Resources, Texas Genco was required to auction the remainder
of its capacity after certain other adjustments and it had the right to participate directly in such auctions.
Texas Genco's obligation to auction its remaining capacity and the Company's associated rights terminated
when Reliant Resources decided not to exercise its option to acquire CenterPoint's ownership interest in
Texas Genco.

The Company has a master power purchase contract with Texas Genco covering, among other things,
purchases of capacity and/or energy from Texas Genco's generating units. In connection with this contract,
the Company has granted Texas Genco a security interest in its rights in the accounts receivables and
related assets of certain of its subsidiaries. The liens on the Company's rights in the accounts receivable
and related assets are junior to the Company's receivables facility and senior to Reliant Resources' March
2003 credit facilities and to Reliant Resources' senior secured notes. See note 12. The term of the master
power purchase contract terminates on January 24, 2005.

The Company has purchased entitlements to some of the generation capacity of electric generation
assets of Texas Genco. Reliant Resources, through the Company, purchased these entitlements in capacity
auctions conducted by Texas Genco. As of December 31, 2003, the Company had purchased entitlements
to capacity of Texas Genco averaging 6,376 megawatts (MW) per month in 2004 and 923 MW per month
in 2005. The Company's anticipated capacity payments related to these capacity entitlements are
$714 million. The capacity entitlements are accounted for as normal purchases under SFAS No. 133. See
notes 2(d) and 6 for discussion of the Company's derivative Ñnancial instruments.

Under a support agreement with CenterPoint, the Company provides systems, technical, programming
and consulting support services and hardware maintenance (but excluding plant-speciÑc hardware)
necessary to provide dispatch planning, settlement and communication with the independent system
operator. The fees charged for these services are designed to allow the Company to recover its fully
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allocated direct and indirect costs and reimbursement of out-of-pocket expenses. The term of this
agreement will end on the Ñrst occur of (a) CenterPoint's sale of Texas Genco, or all or substantially all
of the generating assets of Texas Genco or (b) May 31, 2005; however, Texas Genco may extend the term
of this agreement until December 31, 2005. In addition, Texas Genco has the right to terminate the
agreement upon 90 days' notice. The fees charged for services provided are $2 million in 2003. There were
no services performed by the Company for these services in 2001 and 2002.

(5) Goodwill and Intangibles

In July 2001, the FASB issued SFAS No. 142, which states that goodwill and certain intangibles with
indeÑnite lives will not be amortized into results of operations, but instead will be reviewed periodically for
impairment and charged to results of operations in periods in which the recorded value of goodwill and
certain intangibles with indeÑnite lives exceeds their fair values. The Company adopted the provisions of
the statement eÅective January 1, 2002, and discontinued amortizing goodwill into the results of
operations. A reconciliation of 2001 reported net income adjusted for the exclusion of goodwill
amortization with a comparison to 2002 and 2003 follows:

Year Ended December 31,

2001 2002 2003

(In millions)

Reported net (loss) income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(15) $328 $378

Add: Goodwill amortization, net of taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 Ì Ì

Adjusted net (loss) income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(13) $328 $378

The Company recorded goodwill for the excess of the purchase price over the fair value assigned to
the net assets of the acquisition of the energy services division of Southland Industries in 1999. This
division contained contracts for performing energy-related services for commercial customers.

Intangibles. The Company recognizes speciÑcally identiÑable intangibles, which include (a) demand
side management contracts (DSM), which are contracts that allow the Company to install energy
eÇciency equipment for clients and share in future energy savings, (b) permanent seat licenses (PSL) at
Reliant Stadium, (c) air emissions regulatory allowances and (d) a non-compete agreement. The DSM
contracts and the non-compete agreement were purchased as part of an acquisition of the energy services
division of Southland Industries in 1999.

The air emissions regulatory allowances were purchased in 2000 by Renewables. Other intangible
assets consist of the following:

December 31,

2002 2003Weighted-Average
Amortization Carrying Accumulated Carrying Accumulated

Period (Years) Amount Amortization Amount Amortization

(In millions)

DSM ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 $ 2 $(1) $ 2 $(1)

PSL ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 2 Ì 2 (1)

Air emissions regulatory
allowances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1 Ì 1 Ì

Non-compete agreement ÏÏÏÏ 5 Ì Ì Ì Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 5 $(1) $ 5 $(2)
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The Company amortizes acquired intangibles, other than air emissions regulatory allowances, on a
straight-line basis over their contractual or estimated useful lives. The Company does not amortize its air
emissions regulatory allowances because they have been issued in perpetuity by the Texas Commission of
Environmental Quality.

Estimated amortization expense for the next Ñve years is as follows (in millions):

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì

Total $ 3

Goodwill. There were no changes in the carrying amount of goodwill in 2002 and 2003.

SFAS No. 142 requires goodwill to be tested at least annually and more frequently in certain
circumstances. The date of the annual impairment test was November 1 for 2002 and 2003. A goodwill
impairment test is performed in two steps. The initial step is designed to identify potential goodwill
impairment by comparing an estimate of the fair value to its carrying value, including goodwill. If the
carrying value exceeds the fair value, a second step is performed, which compares the implied fair value of
the goodwill with the carrying amount of that goodwill, to measure the amount of the goodwill
impairment, if any. Based on the Ñrst step of the goodwill impairment test eÅective November 1, 2002, the
Company's goodwill was not impaired. In 2003, the Company met certain criteria which allowed it to carry
forward the 2002 fair value. Goodwill was not impaired for 2003, as the fair value exceeded the carrying
value.

(6) Derivative Instruments, Including Energy Trading Activities

The Company is exposed to various market risks. These risks arise from the ownership of the
Company's assets and operation of the business. The Company routinely utilizes derivative instruments
such as futures, physical forward contracts, swaps and options to mitigate the impact of changes in
electricity prices on the operating results and cash Öows.

Reliant Resources has a risk control framework, which the Company is subject to, designed to
monitor, measure and deÑne appropriate transactions to hedge and manage the risk in the existing portfolio
of assets and contracts and to authorize new transactions. These risks fall into three diÅerent categories:
market risk, credit risk and operational risk. The Company believes that it has eÅective procedures for
evaluating and managing these risks to which it is exposed. Key risk control activities include deÑnition of
appropriate transactions for hedging, credit review and approval, credit and performance risk measurement
and monitoring, validation of transactions, portfolio valuation and daily portfolio reporting including
mark-to-market valuation, value-at-risk and other risk measurement metrics. The Company seeks to
monitor and control its risk exposures through a variety of separate but complementary processes and
committees, which involve business unit management, senior management and Reliant Resources' board of
directors.

The primary types of derivatives used are physical forward contracts, which are commitments to
purchase or sell energy commodities in the future.
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Trading and derivative assets and liabilities at December 31, 2002 and 2003 include amounts for non-
trading and trading activities, as follows:

Assets Liabilities Net Assets
Current Long-term Current Long-term (Liabilities)

(In millions)

December 31, 2002:

Trading activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 53 $ 8 $(89) $(9) $(37)

Trading activities Ì aÇliated company,
netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 97 13 Ì Ì 110

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $150 $21 $(89) $(9) $ 73

December 31, 2003:

Non-trading activities:

Commodity cash Öow hedges Ì oÅset
to accumulated other comprehensive
income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 23 $ Ì $ (6) $ Ì $ 17

Derivatives marked to market through
earnings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54 6 (37) Ì 23

Subtotal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 77 6 (43) Ì 40

Non-trading derivatives Ì aÇliated
company, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13 Ì Ì Ì 13

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 90 6 (43) Ì 53

Set-oÅ adjustmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (32) Ì 32 Ì Ì

Total trading and derivative assets
and liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 58 $ 6 $(11) $ Ì $ 53

(a) Non-Trading Derivative Activities.

To reduce the risk from market Öuctuations in the results of operations and the resulting cash Öows,
the Company may enter into energy derivatives in order to hedge expected purchases and sales of electric
power (non-trading energy derivatives). There were no such activities in 2001 and 2002.

The fair values of the non-trading derivative activities as of December 31, 2003 are determined by
(a) prices actively quoted, (b) prices provided by other external sources or (c) prices based on models
and other valuation methods.

Below is the pre-tax income of the non-trading derivative instruments, including non-trading energy
derivatives, both from cash Öow hedge ineÅectiveness and from non-trading derivative mark-to-market
income and losses, for 2003 (in millions):

Hedge ineÅectiveness(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $Ì

Non-trading derivatives mark-to-market income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $23

(1) For 2003, no component of the derivative instruments' gain or loss was excluded from the assessment of eÅectiveness.

As of December 31, 2003, the Company expects $9 million of accumulated other comprehensive
income to be reclassiÑed into the results of operations during 2004. As of December 31, 2003, the
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maximum length of time the Company is hedging its exposure to the variability in future cash Öows for
forecasted transactions is 2 years.

(b) Energy Trading Activities.

Electricity sales to large commercial, industrial and institutional customers under contracts executed
before October 25, 2002 were accounted for under the mark-to-market method of accounting upon
contract execution (see note 2(d)). The fair values of trading activities as of December 31, 2002, are
determined by (a) prices actively quoted, (b) prices provided by other external sources or (c) prices based
on models and other valuation methods.

(c) Credit Risks.

Credit risk is inherent in the Company's commercial activities and relates to the risk of loss resulting
from non-performance of contractual obligations by a counterparty. Reliant Resources has broad credit
policies and parameters, which the Company is subject to. The Company seeks to enter into contracts that
permit the Company to net receivables and payables with a given counterparty. The Company also enters
into contracts that enable the Company to obtain collateral from a counterparty as well as to terminate
upon the occurrence of certain events of default. The credit risk control organization establishes
counterparty credit limits. Reliant Resources employs tiered levels of approval authority for counterparty
credit limits, with authority increasing from the credit risk control organization through senior
management. Credit risk exposure is monitored daily and the Ñnancial condition of counterparties is
reviewed periodically.

If any of the counterparties failed to perform, the Company might be forced to acquire alternative
hedging arrangements or be required to replace the underlying commitment at then-current market prices.
In this event, the Company might incur additional losses in addition to amounts owed to the Company by
the counterparty.

As of December 31, 2003, there was one investment grade counterparty representing 15% of the
Company's total credit exposure, net of collateral. The dollar amount of the Company's credit exposure to
this counterparty was $21 million as of December 31, 2003. As of December 31, 2003, there were no other
counterparties representing greater than 10% of our total credit exposure, net of collateral.

(7) Long-term Debt

On January 1, 2002, the Company sold equipment subject to an operating lease. This transaction was
recorded as a borrowing under SFAS No. 13, ""Accounting for Leases,'' because the Company retained
substantial risk of ownership in the leased property. The Company is required to either repurchase the
lease or remarket the leased equipment in the event that the lessee defaults on the lease. The initial
balance of the debt was $14 million and expires on April 2004. As of December 31, 2002 and 2003, the
remaining lease obligation was $9 million and $4 million, respectively.

(8) Stock-Based Incentive Compensation Plans and Retirement and Other BeneÑt Plans

(a) Stock-Based Incentive Compensation Plans.

At December 31, 2003, eligible employees of the Company participate in four incentive plans
described below.

The Reliant Resources, Inc. 2002 Long-Term Incentive Plan (2002 LTIP) permits Reliant Resources
to grant awards (stock options, restricted stock, stock appreciation rights, performance awards and cash
awards) to key employees, non-employee directors and other individuals which the Company expects to
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become key employees within the following six months. Subject to adjustment as provided in the plan, the
aggregate number of shares of Reliant Resources' common stock that may be issued may not exceed
17,500,000 million shares. Reliant Resources also sponsors the Long-Term Incentive Plan of Reliant
Resources, Inc. (2001 LTIP), which was eÅective January 31, 2001, and was amended to provide that no
additional awards would be made under the 2001 LTIP after June 6, 2002. Upon the adoption of the 2002
LTIP, the shares remaining available for grant under the 2001 LTIP, totaling approximately 3.5 million,
became available as authorized shares available for grant under the 2002 LTIP. These shares are included
in the total of 17,500,000 shares available under the 2002 LTIP. Additionally, any shares forfeited under
the 2001 LTIP become available for grant under the 2002 LTIP.

The Reliant Resources, Inc. 2002 Stock Plan (2002 Stock Plan) permits Reliant Resources to grant
awards (stock options, restricted stock, stock appreciation rights, performance awards and cash awards) to
all employees (excluding oÇcers subject to Section 16 of the Securities Exchange Act of 1934). The
board of directors authorized 6,000,000 shares for grant upon adoption of the 2002 Stock Plan. To the
extent these 6,000,000 shares were not granted in 2002, the excess shares were canceled. An additional
6,000,000 shares were authorized for the 2003 plan year. The total number of shares is adjusted for new
grants, exercises, forfeitures, cancellations and terminations of outstanding awards under the plan
throughout the year. Reliant Resources does not plan to authorize additional shares for this plan after the
end of the 2003 plan year.

Prior to the IPO, eligible employees participated in a CenterPoint Long-Term Incentive Compensa-
tion Plan and other incentive compensation plans (collectively, the CenterPoint Plans) that provided for
the issuance of stock-based incentives including performance-based shares, restricted shares, stock options
and stock appreciation rights, to key employees including oÇcers. The Reliant Resources, Inc. Transition
Stock Plan was adopted to govern the outstanding restricted shares and options of CenterPoint common
stock held by employees prior to the Distribution date, under the CenterPoint Plans. There were
9,100,000 shares authorized under the Reliant Resources, Inc. Transition Stock Plan and it is anticipated
that no additional shares will be issued.

In addition, in conjunction with the Distribution, Reliant Resources entered into an employee matters
agreement with CenterPoint. This agreement covered the treatment of outstanding CenterPoint equity
awards (including performance-based shares, restricted shares and stock options) under the CenterPoint
Plans held by Reliant Resources employees and CenterPoint employees. According to the agreement, each
CenterPoint equity award granted to Reliant Resources employees and CenterPoint employees prior to the
agreed upon date of May 4, 2001, that was outstanding under the CenterPoint Plans as of the Distribution
date, was adjusted. This adjustment resulted in each individual, who was a holder of a CenterPoint equity
award, receiving an adjusted equity award of Reliant Resources common stock and CenterPoint common
stock, immediately after the Distribution. The combined intrinsic value of the adjusted CenterPoint equity
awards and Reliant Resources equity awards, immediately after the record date of the Distribution, was
equal to the intrinsic value of the CenterPoint equity awards immediately before the record date of the
Distribution.

Performance-based Shares and Restricted Shares. Performance-based shares and restricted shares
have been granted to employees without cost to the participants. The performance-based shares generally
vest three years after the grant date based upon performance objectives over a three-year cycle, except as
discussed below. The restricted shares vest to the participants at various times ranging from immediate
vesting to vesting at the end of a Ñve-year period. During 2001, 2002 and 2003, the Company recorded
compensation expense of $2 million, $1 million and $1 million, respectively, related to performance-based
and restricted share grants.

Prior to the Distribution, Reliant Resources employees and CenterPoint employees held outstanding
performance-based shares and restricted shares of CenterPoint's common stock under the CenterPoint
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Plans. On the Distribution date, each performance-based share of CenterPoint common stock outstanding
under the CenterPoint Plans, for the performance cycle ending December 31, 2002, was converted to
restricted shares of CenterPoint's common stock based on a conversion ratio provided under the employee
matters agreement. Immediately following this conversion, outstanding restricted shares of CenterPoint
common stock were converted to restricted shares of Reliant Resources' common stock, which shares were
subject to their original vesting schedule under the CenterPoint Plans. The conversion ratio was
determined using the intrinsic value approach described above. As such, the Company's employees held
160,461 restricted shares outstanding under CenterPoint Plans which were converted to 126,555 restricted
shares, of Reliant Resources' common stock, of which a majority vested on December 31, 2002.

The following table summarizes performance-based shares and restricted shares grant activity to
employees of the Company for 2001, 2002 and 2003:

Performance- Restricted
based Shares Shares

Granted during 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,650 Ì

Outstanding at December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,650 Ì

Granted during 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,400 32,500

Outstanding at December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46,650 44,329

Granted during 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 295,713

Outstanding at December 31, 2003(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58,500 332,968

Weighted average grant date fair value of shares granted for 2001 ÏÏÏÏÏ $ 30.00 $ Ì

Weighted average grant date fair value of shares granted for 2002 ÏÏÏÏÏ $ 10.90 $ 8.85

Weighted average grant date fair value of shares granted for 2003 ÏÏÏÏÏ $ Ì $ 3.51

(1) The change in performance-based shares between 2002 and 2003 is primarily due to employee transfers.

Stock Options. Under both CenterPoint's and Reliant Resources' plans, stock options generally vest
over a three-year period and expire after ten years from the date of grant. The exercise price is equal to or
greater than the market value of the applicable common stock on the grant date.

As of the record date of the Distribution, CenterPoint converted all outstanding CenterPoint stock
options granted prior to May 4, 2001 (totaling 664,204 stock options held by employees of the Company)
to a combination of CenterPoint stock options totaling 664,204 stock options at a weighted average
exercise price of $19.02 and Reliant Resources stock options totaling 523,794 stock options with a
weighted average exercise price of $9.15. The conversion ratio was determined using an intrinsic value
approach as described above.

The following table summarizes stock options outstanding for 2001, 2002 and 2003:

Weighted Average
Options Exercise Price

Outstanding at December 31, 2001ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,444,912 $29.49

Outstanding at December 31, 2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,677,443 $18.78

Outstanding at December 31, 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,227,228 $15.96

Options exercisable at December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì $ Ì

Options exercisable at December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 851,287 $19.72

Options exercisable at December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,687,221 $18.99
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As of December 31, 2003, exercise prices for Reliant Resources' stock options outstanding and held
by the Company's employees ranged from $3.51 to $34.03.

Employee Stock Purchase Plan. In the second quarter 2001, Reliant Resources established the
Employee Stock Purchase Plan (ESPP). Under the ESPP, employees may contribute up to 15% of their
compensation, as deÑned, towards the purchase of shares of Reliant Resources common stock at a price of
85% of the lower of the market value at the beginning or end of each six-month oÅering period. The initial
purchase period began on the date of Reliant Resources' initial public oÅering (May 2001) and ended
December 31, 2001. The market value of the shares acquired in any year may not exceed $25,000 per
individual. Amounts contributed in excess of $21,250 during a purchase period will be refunded to the
employee. The following table details the number of shares (and price per share) issued to employees of
the Company under the ESPP for 2002 and 2003 and through January 2004:

Price/
Shares Share

January 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 116,041 $14.07

July 2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 206,565 $ 7.44

January 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 215,197 $ 2.66

July 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 685,859 $ 2.82

January 2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 287,425 $ 5.27

Pro Forma EÅect on Net Income (Loss). In accordance with SFAS No. 123, the Company applies
the intrinsic value method contained in APB No. 25 and discloses the required pro forma eÅect on net
income (loss) as if the fair value method of accounting for stock compensation was used. The weighted
average grant date fair value for an option to purchase Reliant Resources common stock granted during
2001, 2002 and 2003 was $13.35, $5.09 and $3.10, respectively. The weighted average grant date fair value
of a purchase right issued under Reliant Resources ESPP during 2001, 2002 and 2003 was $9.24, $4.51
and $1.80, respectively. The weighted average grant date fair value for an option to purchase CenterPoint
common stock granted during 2001 was $9.25.

The fair values were estimated using the Black-Scholes option valuation model with the following
weighted average assumptions:

Reliant Resources Stock Options

2001 2002 2003

Expected life in years ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 5 5

Risk-free interest rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.94% 4.43% 2.75%

Estimated volatility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42.65% 46.99% 113.64%

Expected common stock dividendÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0% 0% 0%

Reliant Resources Purchase
Rights Under ESPP

2001 2002 2003

Expected life in months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8 6 6

Risk-free interest rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.92% 1.89% 1.18%

Estimated volatility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46.48% 71.32% 110.73%

Expected common stock dividendÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0% 0% 0%
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CenterPoint
Stock Options

2001

Expected life in years ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5

Risk-free interest rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.87%

Estimated volatility of CenterPoint common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31.91%

Expected common stock dividend ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.75%

For 2001 and 2002, stock option expected volatility was determined based on an average of the
historical volatility of Reliant Resources common stock and a group of companies considered similar to
Reliant Resources. For 2003, stock option expected volatility was determined based on the historical
volatility of Reliant Resources common stock. The Black-Scholes option valuation model was developed
for use in estimating the fair value of traded options, which have no vesting restrictions and are fully
transferable. In addition, option valuation models require the input of highly subjective assumptions
including the expected stock price volatility. Because Reliant Resources employee stock options and
purchase rights have characteristics signiÑcantly diÅerent from those of traded options, and because
changes in the subjective input assumptions can materially aÅect the fair value estimate, in Reliant
Resources' opinion, the existing models do not necessarily provide a single measure of the fair value of
employee stock options and purchase rights.

For the pro forma computation of net income (loss) as if the fair value method of accounting had
been applied to all stock awards, see note 2(h).

(b) Pension.

Prior to March 1, 2001, certain of the Company's employees participated in CenterPoint's
noncontributory cash balance pension plan. EÅective March 1, 2001, Reliant Resources and its subsidiaries
no longer accrued beneÑts under this noncontributory pension plan for their domestic non-union employees
(Resources Participants). EÅective March 1, 2001, each Resources Participant's unvested pension account
balance became fully vested and a one-time beneÑt enhancement was provided to some qualifying
participants.

The retirement plan provides retirement beneÑts based on years of service and compensation.
CenterPoint's funding policy was to review amounts annually in accordance with applicable regulations in
order to achieve adequate funding of projected beneÑt obligations. Prior to the Distribution, pension
(expense) income was allocated to the Company based on the number of the Company's employees with
an accrued beneÑt. Assets of the retirement plan are not segregated or restricted by CenterPoint's
participating subsidiaries and accrued obligations for the Company employees are the obligation of the
retirement plan. The Company's pension income was approximately $1 million for 2001 and 2002.

(c) Savings Plan.

The savings plan is a tax-qualiÑed plan under Section 401(a) of the Internal Revenue Code of 1986,
as amended (Code), and includes a cash or deferred arrangement under Section 401(k) of the Code for
the Company's employees. Prior to February 1, 2002, Reliant Resources' non-union employees participated
in CenterPoint's employee savings plan that is a tax qualiÑed plan under Section 401(a) of the Code, and
included a cash or deferred arrangement under Section 401(k) of the Code.

Under the plan, participating employees may contribute a portion of their compensation, pre-tax or
after-tax, generally up to a maximum of 16% of compensation. The savings plan's matching contribution
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and any payroll period discretionary employer contribution will be made in cash; any discretionary annual
employer contribution, as applicable, may be made in Reliant Resources common stock, cash or both.

The savings plans beneÑt expense was $2 million, $4 million and $9 million in 2001, 2002 and 2003,
respectively.

(d) Postretirement BeneÑts.

Historically, the Company provided some postretirement beneÑts through CenterPoint plans
(primarily medical care and life insurance beneÑts) for its retired employees, substantially all of whom
may become eligible for these beneÑts when they retire. SFAS No. 106, ""Employers' Accounting for
Postretirement BeneÑts Other Than Pensions,'' requires that the expected cost of employees' postretire-
ment beneÑts, be charged to income during the years in which employees render service. The Company's
postretirement beneÑt costs were less than $1 million for 2001 and 2002. There were no postretirement
beneÑt costs in 2003.

(9) Income Taxes

The Company's current and deferred components of income tax (beneÑt) expense were as follows:

Year Ended December 31,

2001 2002 2003

(In millions)

Current

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(24.8) $217.7 $242.7

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 30.7 38.2

Total current ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (24.8) 248.4 280.9

Deferred

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17.2 (40.9) (41.8)

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (2.4) (7.5)

Total deferred ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17.2 (43.3) (49.3)

Income tax (beneÑt) expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (7.6) $205.1 $231.6

A reconciliation of the federal statutory income tax rate to the eÅective income tax rate is as follows:

Year Ended December 31,

2001 2002 2003

(In millions)

(Loss) income before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(22.3) $533.2 $603.8

Federal statutory rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35% 35% 35%

Income tax (beneÑt) expense at statutory rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7.8) 186.6 211.3

Net addition in taxes resulting from:

State income taxes, net of federal income tax beneÑt ÏÏÏÏÏÏÏÏÏÏÏ Ì 18.4 20.0

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.2 0.1 0.3

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.2 18.5 20.3

Income tax (beneÑt) expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (7.6) $205.1 $231.6

EÅective rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33.8% 38.5% 38.4%
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Following were the Company's tax eÅects of temporary diÅerences between the carrying amounts of
assets and liabilities in the consolidated Ñnancial statements and their respective tax bases:

December 31,

2002 2003

(In millions)

Deferred tax assets:

Current:

Allowance for doubtful accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $13.4 $14.6

Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 66.8

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.1 Ì

Total current deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13.5 81.4

Non-current:

Employee beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.0 5.2

Accrual for payment to CenterPoint Energy, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48.7 Ì

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.2 0.8

Total non-current deferred tax assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 49.9 6.0

Total deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $63.4 $87.4

Deferred tax liabilities:

Current:

Trading and derivative assets, net, including aÇliateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $23.4 $17.0

Total current deferred tax liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23.4 17.0

Non-current:

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.7 28.3

Trading and derivative assets, net, including aÇliateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.3 2.5

Total non-current deferred tax liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15.0 30.8

Total deferred tax liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $38.4 $47.8

Accumulated deferred income taxes, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $25.0 $39.6
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(10) Commitments

(a) Lease Commitments.

The following table sets forth information concerning the Company's cash obligations under non-
cancelable long-term operating leases as of December 31, 2003, which primarily relate to rental
agreements for building space and data processing equipment (in millions):

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 4

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4

2006ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4

2007ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3

2008ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2

2009 and thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $21

Total lease expense for all operating leases during 2001, 2002 and 2003 was $7 million, $4 million and
$5 million, respectively.

(b) Guarantees.

Together with certain of Reliant Resources' other subsidiaries, the Company is a guarantor of the
obligations under Reliant Resources' Amended and Restated Credit and Guaranty Agreement dated as of
March 28, 2003, and of the obligations under Reliant Resources' senior secured notes issued in July 2003.
All of the Company's subsidiaries, except for RE Retail Receivables, LLC also guarantee Reliant
Resources' obligations under Amended and Restated Credit and Guaranty Agreement and its senior
secured notes.  The Company's maximum potential amount of future payments under the guarantee is
approximately $1.1 billion. Reliant Resources' obligations mature at various dates from 2010 through 2013.

Both Reliant Resources' March 2003 credit facility and its senior secured notes restrict the
Company's ability to take speciÑc actions, subject to numerous exceptions that are designed to allow for
the execution of Reliant Resources' and its subsidiaries' business plans in the ordinary course, including
the preservation and optimization of existing investments and the ability to provide credit support for
commercial obligations.

(c) Other Commitments.

Purchase Power and Electric Capacity Commitments. The Company is a party to several purchase
power and electricity capacity contracts, that have various quantity requirements and durations that are not
classiÑed as derivatives assets and liabilities and hence are not included in the consolidated balance sheets
as of December 31, 2003. Minimum purchase commitment obligations under these agreements are
$609 million, $258 million and $61 million in 2004, 2005 and 2006, respectively. As of December 31,
2003, there are no such commitments after 2006.

The Company's aggregate minimum electric capacity commitments, including capacity auction
products, are for 19,359 MW, 9,240 MW and 2,400 MW for 2004, 2005 and 2006, respectively. Included
in the above purchase power and electric capacity commitments are amounts acquired from Texas Genco.
For additional discussion of this commitment, see note 4.

As of December 31, 2003, the maximum duration under any individual purchased power and electric
capacity contract is 3 years, with the exception of the contract to purchase wind power, which is 15 years,
which is not a Ñrm commitment to purchase power.
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Sale Commitments. As of December 31, 2003, the Company has sale commitments, including
electric energy and capacity sale contracts, which are not classiÑed as trading and as derivative assets and
liabilities and hence are not included in the consolidated balance sheets. At execution, the estimated
minimum sale commitments under these contracts were $1.8 billion, $610 million, $120 million and
$5 million in 2004, 2005, 2006 and 2007, respectively. As of December 31, 2003, there are no such
commitments after 2007.

In addition, in January 2002, the Company began providing retail electric services to approximately
1.7 million residential and small commercial customers previously served by CenterPoint's electric utility
division. In the Houston area, the Texas electric restructuring law required the Company, as a former
aÇliate of the transmission and distribution utility in Houston, to sell electricity to residential or small
commercial customers only at a speciÑed price, or ""price-to-beat'' until the earlier of January 1, 2005, or
the date that 40% or more of the electric power consumed by the applicable customer class is served by
other retail electric providers. In January 2004, the PUCT made such a determination for small
commercial customers and the Company is now permitted to sell electricity at unregulated prices both
outside and in the Houston area for these customers. The Company does not expect to meet the 40% test
for its residential customers in the Houston area. The price-to-beat was the only price that could be
oÅered by the Company to residential and small commercial customers in the Houston area throughout
2003. The Texas electric restructuring law requires the Company to continue to make electricity available
for its small commercial customers in the Houston area at the price-to-beat until January 1, 2007. The
PUCT's regulations allow the Company to adjust its price-to-beat fuel factor based on a percentage
change in the price of natural gas. In addition, the Company may also request an adjustment as a result of
changes in the price of purchased energy. The Company can request up to two adjustments to its price-to-
beat in each year. During 2002 and 2003, the Company requested and the PUCT approved two such
adjustments in each year.

For information regarding commitments to CenterPoint and commitments to aÇliates, see note 3.

Other Commitments. In addition to items discussed in the consolidated Ñnancial statements, the
Company's other contractual commitments have various quantity requirements and durations and are not
considered material either individually or in the aggregate to the results of operations or cash Öows.

(11) Contingencies

(a) Legal Matters.

Regulatory Investigations. In connection with the PUCT's industry-wide investigation into potential
manipulation of the ERCOT market, Reliant Energy Services provided information to the PUCT
concerning its scheduling and trading practices on and after July 31, 2001. Reliant Energy Services
reached a settlement relating to scheduling issues. The PUCT approved the settlement in November 2002.
The costs of the settlement, $3 million, were transferred from Reliant Energy Services to the Company in
December 2002.

Texas Commercial Energy. In July 2003, Texas Commercial Energy, LLP Ñled a lawsuit against the
Company and several other participants in the ERCOT power market in the Corpus Christi Federal
District Court for the Southern District of Texas. The plaintiÅ, a retail electricity provider in the ERCOT
market, alleges that the defendants committed violations of state and federal antitrust laws, fraud,
negligent misrepresentation, breach of Ñduciary duty, breach of contract and civil conspiracy. The lawsuit
seeks damages in excess of $535 million, exemplary damages, treble damages, interest, costs of suit and
attorneys' fees. In November 2003, two other retail electric providers in the ERCOT market requested to
intervene in this action as plaintiÅs making factual allegations similar to those made by Texas Commercial
Energy, LLP and seeking the same kinds of relief, although not specifying the amount of damages they
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seek. The intervention motion and the motions to dismiss Texas Commercial Energy, LLP's complaint are
set for hearing in May 2004.

PUCT Cases. Since 2002, the PUCT has approved various increases to the fuel factor component
contained in our ""price-to-beat.'' Parties opposing the increases have Ñled for judicial review of the
PUCT's orders in state district court in Travis County, Texas. To date, the court has aÇrmed the Ñrst
PUCT ruling. While the other rulings are pending at the district court, the parties opposing the increases,
have appealed the district court's decision. In each of these proceedings we are vigorously contesting the
appeal.

Other Matters. The Company is involved in other legal proceedings before various courts and
governmental agencies regarding matters arising in the ordinary course of business, some of which involve
substantial amounts. Although the Company cannot predict the outcome of these proceedings, the
Company believes that the eÅects on the Ñnancial statements, if any, from the disposition of these matters
will not have a material adverse eÅect on the results of operations, Ñnancial condition or cash Öows.

(12) Receivables Facility

In July 2002, the Company entered into a receivables facility arrangement with a Ñnancial institution
to sell an undivided interest in the Company's accounts receivable from residential and small commercial
retail electric customers under which, on an ongoing basis, the Ñnancial institution could invest a
maximum of $250 million for its interest in eligible receivables. This facility was amended in September
2003 to include a second Ñnancial institution, to include the accounts receivable from the Company's large
commercial, industrial and institutional customers and to increase the facility to a maximum total of
$350 million. The sale of accounts receivable is reÖected as a decrease in accounts and notes receivable,
principally customers, and unbilled revenues, net and an increase in notes receivable related to receivables
facility on the consolidated balance sheets. Pursuant to the receivables facility, the Company formed a
QSPE as a bankruptcy remote subsidiary. The QSPE was formed for the sole purpose of buying
receivables generated by the Company and selling undivided interests to the Ñnancial institutions. The
QSPE is a separate entity and its assets will be available Ñrst and foremost to satisfy the claims of its
creditors. The Company, irrevocably and without recourse, transfers receivables to the QSPE. The QSPE,
in turn, sells an undivided interest in these receivables to the participating Ñnancial institutions. The
Company is not ultimately liable for any failure of payment of the obligors on the receivables. Reliant
Resources has, however, guaranteed the performance obligations of the sellers and the servicing of the
receivables under the related documents.

The amount of accounts receivable included under the arrangement may increase as certain accounts
receivable become eligible, particularly from some of the large commercial, industrial, and institutional
customers, and result in additional available funding. There can be no assurance that these accounts
receivable will become eligible and result in additional available funding.

The two-step transaction described above is accounted for as a sale of receivables, which is recorded
after the Ñrst step, and as a result the related receivables are excluded from the consolidated balance
sheets. The Company continues to service the receivables and receive a fee of 0.5% of cash collected. The
net costs associated with the sale of receivables since the inception of the facility are $8 million.
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The following table details the outstanding receivables that have been sold and the corresponding
notes receivable from the QSPE, which have been reÖected in the Company's consolidated balance sheets:

December 31,

2002 2003

(In millions)

Accounts receivable sold ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 277 $ 528

Notes receivable from QSPE ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (168) (394)

Equity contributed to QSPEÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8) (16)

Other accounts receivable from QSPE ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6) Ì

Funding outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 95 $ 118

The failure of the obligors to make payment on the receivables could result in the Company's notes
receivable from the QSPE not being fully realized. Texas Genco holds a senior lien on these notes
receivable, while Reliant Resources' senior secured note holders and the banks under Reliant Resources'
March 2003 credit facilities ratably hold a junior lien. See note 4 for further discussion.

The amount of funding available under the receivables facility Öuctuates based on the amount of
eligible receivables available and by the performance of the receivables portfolio.

The following table details the maximum amount under the receivables facility and the amount of
funding outstanding as of December 31, 2002 and 2003:

December 31,

2002 2003

(In millions)

Maximum amount under the receivables facility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 200 $ 350

Funding outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (95) (118)

Unused and unavailable amount ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 105 $ 232

Prior to their sale, the book value of the accounts receivable is oÅset by the amount of the allowance
for doubtful accounts and customer security deposits. In calculating the loss on sale for 2002 and 2003, an
average discount rate of 5.40% and 8.40%, respectively, was applied to projected cash collections over a
6-month period. The Company's collection experience indicated that 98% of the accounts receivables
would be collected within a 6-month period.

The receivables facility expires on September 28, 2004. If the receivables facility is not renewed on its
termination date, the collections from the receivables purchased will repay the Ñnancial institutions'
investment and no new receivables will be purchased under the receivables facility.

(13) Estimated Fair Value of Financial Instruments

The fair values of Ñnancial instruments, including cash and cash equivalents, short-term and long-term
borrowings, and trading and derivative assets and liabilities, are equivalent to their carrying amounts in the
consolidated balance sheets. The fair values of trading and derivative assets and liabilities as of
December 31, 2002 and 2003 have been determined using quoted market prices for the same or similar
instruments when available or other estimation techniques. See note 6.

* * *
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INDEPENDENT AUDITORS' REPORT

To Reliant Energy Mid-Atlantic Power Holdings, LLC
Houston, Texas

We have audited the accompanying consolidated balance sheets of Reliant Energy Mid-Atlantic
Power Holdings, LLC and subsidiaries (the ""Company'') as of December 31, 2002 and 2003, and the
related consolidated statements of operations, shareholder's equity and comprehensive income (loss), and
cash Öows for each of the three years in the period ended December 31, 2003. These Ñnancial statements
are the responsibility of the Company's management. Our responsibility is to express an opinion on the
Ñnancial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by
management, as well as evaluating the overall Ñnancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such consolidated Ñnancial statements present fairly, in all material respects, the
Ñnancial position of the Company as of December 31, 2002 and 2003, and the results of its operations and
its cash Öows for each of the three years in the period ended December 31, 2003, in conformity with
accounting principles generally accepted in the United States of America.

As discussed in notes 2 and 4 to the consolidated Ñnancial statements, the Company changed its
accounting for asset retirement obligations and its presentation of revenues and cost of sales associated
with non-trading commodity derivative activities in 2003; goodwill and other intangibles in 2002; and
derivative contracts and hedging activities in 2001.

DELOITTE & TOUCHE LLP

Houston, Texas
March 5, 2004

F-149



RELIANT ENERGY MID-ATLANTIC POWER HOLDINGS, LLC
AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,

2001 2002 2003

(Thousands of dollars)

Revenues, including $80.3 million, $65.2 million and $48.4 million
from aÇliate, respectively ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $577,037 $604,716 $594,373

Expenses:

Fuel and purchased power, including $22.2 million, $36.9 million
and $16.8 million from aÇliate, respectively ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 173,814 208,647 204,945

Operation and maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 131,282 112,125 121,879

Facilities leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59,649 60,117 59,847

General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,984 10,340 8,821

General and administrative from aÇliates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 70,288 79,291 92,196

DepreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,303 51,962 51,311

Amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,210 14,761 28,554

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 496,530 537,243 567,553

Operating Income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 80,507 67,473 26,820

Other Income (Expense):

Interest expense to aÇliate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (88,989) (84,965) (60,729)

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,416) (962) (1,601)

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,093 2,059 554

Other incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,825 1,284 4,032

Total other expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (85,487) (82,584) (57,744)

Loss Before Income Taxes and Cumulative EÅect of Accounting
ChangeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,980) (15,111) (30,924)

Income tax beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,540) (7,542) (15,692)

Loss Before Cumulative EÅect of Accounting Change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (440) (7,569) (15,232)

Cumulative eÅect of accounting change, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 2,305

Net Loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (440) $ (7,569) $(12,927)

See Notes to the Consolidated Financial Statements
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December 31,

2002 2003

(Thousands of dollars)

ASSETS
Current Assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 42,052 $ 43,342
Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 14,078
Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,670 5,909
Accounts receivable from aÇliatesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 56,968 36,178
Fuel stock and petroleum products ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,371 31,516
Materials and supplies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42,094 43,770
Prepaid leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59,030 59,030
Derivative assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 63,416 64,614
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,367 4,243

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 306,968 302,680

Property, Plant and Equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 822,335 792,532
Other Assets:

Goodwill, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,808 3,853
Other intangibles, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 184,953 157,808
Derivative assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,805 10,683
Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 28,260
Prepaid leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 200,052 217,781
Accumulated deferred income taxes, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 4,939
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,214 28,761

Total other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 447,832 452,085

Total Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,577,135 $1,547,297

LIABILITIES AND SHAREHOLDER'S EQUITY
Current Liabilities:

Current portion of long term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ 14,069
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,206 15,538
Subordinated accounts payable to aÇliatesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 107,920 168,296
Subordinated interest payable to aÇliates, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 232,911 233,267
Derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,609 62,869
Accrued payroll ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,787 3,204
Income taxes payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 649 313
Accumulated deferred income taxes, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,188 721
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,957 8,957

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 425,227 507,234

Other Liabilities:
Accrued environmental liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,693 23,056
Derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,358 38,456
Accumulated deferred income taxes, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39,476 23,464
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,112 21,756

Total other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 111,639 106,732
Subordinated Notes Payable to AÇliateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 685,597 618,658
Long-term Debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 28,138

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,222,463 1,260,762

Commitments and Contingencies
Shareholder's Equity:

Common stock (no par value, 1,000 shares authorized, issued and outstanding) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì
Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 260,187 242,086
Retained earningsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 73,207 60,280
Accumulated other comprehensive income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,278 (15,831)

Total shareholder's equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 354,672 286,535

Total Liabilities and Shareholder's Equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,577,135 $1,547,297

See Notes to the Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2001 2002 2003

(Thousands of dollars)

Cash Flows from Operating Activities:
Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (440) $ (7,569) (12,927)
Adjustments to reconcile net loss to net cash (used in) provided by

operating activities:
Cumulative eÅect of accounting changeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (2,305)
Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50,513 66,723 79,865
Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,991 (59,468) (3,896)
Net derivative assets and liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54,457 (64,592) (12,098)
Federal income tax contribution from Reliant Resources, Inc. ÏÏÏ Ì 45,150 (18,101)
Changes in assets and liabilities:

Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (42,338)
Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,159 55 (1,239)
Accounts receivable from aÇliates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,344 (21,713) 20,790
Fuel stock and petroleum products and materials and supplies (24,121) 12,152 1,179
Prepaid leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (180,531) (78,551) (17,727)
Net derivative assets and liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (54,592) 247,649 3,124
Other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54,725 (2,066) 124
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,709) 2,575 (24,481)
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (42,166) (2,522) (1,668)
Taxes payable/receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (17,333) 13,282 (336)
Subordinated accounts payable to aÇliates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,253 30,356 60,376
Subordinated interest payable to aÇliates, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 88,989 70,885 356
Other current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,257) 2,941 (2,583)
Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,626 2,903 2,951

Net cash (used in) provided by operating activitiesÏÏÏÏÏÏÏÏ (44,092) 258,190 29,066

Cash Flows from Investing Activities:
Purchases of property, plant and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12,558) (36,630) (22,259)
Proceeds from sale of permits and licenses to aÇliate ÏÏÏÏÏÏÏÏÏÏ Ì Ì 19,215

Net cash used in investing activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12,558) (36,630) (3,044)

Cash Flows from Financing Activities:
Proceeds from subordinated notes payable to aÇliate ÏÏÏÏÏÏÏÏÏÏ 188,881 13,000 Ì
Payments on subordinated notes payable to aÇliateÏÏÏÏÏÏÏÏÏÏÏÏ (2,621) (360,225) (66,939)
Proceeds from long term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 42,207

Net cash provided by (used in) Ñnancing activities ÏÏÏÏÏÏÏÏÏÏ 186,260 (347,225) (24,732)

Net Change in Cash and Cash Equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 129,610 (125,665) 1,290
Cash and Cash Equivalents at Beginning of Period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38,107 167,717 42,052

Cash and Cash Equivalents at End of Period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 167,717 $ 42,052 $ 43,342

Supplemental Disclosure of Cash Flow Information:
Cash payments:

Interest paid to aÇliate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ 13,766 $ 60,634
Interest paid to third-partyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,218 805 1,611
Income taxes (net of income tax refunds received) ÏÏÏÏÏÏÏÏÏÏ 51,866 596 6,637

See Notes to the Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF
SHAREHOLDER'S EQUITY AND COMPREHENSIVE INCOME (LOSS)

Accumulated
Common Common Other Total
Stock Stock Additional Retained Comprehensive Shareholder's Comprehensive

(Shares) (Amount) Paid-in Capital Earnings Income (Loss) Equity Income (Loss)

(Thousands of dollars)

Balance at December 31, 2000 ÏÏÏ 1,000 $Ì $111,245 $81,216 $ Ì $192,461

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (440) (440) $ (440)

Contribution of net derivative
assets, net of tax of
$75 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103,359 103,359

Other capital contributions ÏÏÏÏ 433 433

Cumulative eÅect of adoption of
SFAS No. 133, net of tax of
$41 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (73,643) (73,643) (73,643)

Deferred gain from cash Öow
hedges, net of tax of
$95 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 151,655 151,655 151,655

ReclassiÑcation of net deferred
gain from cash Öow hedges
into net loss, net of tax of
$9 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13,057) (13,057) (13,057)

Comprehensive income ÏÏÏÏÏÏÏ $ 64,515

Balance at December 31, 2001 ÏÏÏ 1,000 Ì 215,037 80,776 64,955 360,768

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,569) (7,569) $ (7,569)

Capital contributions ÏÏÏÏÏÏÏÏÏ 45,150 45,150

Deferred loss from cash Öow
hedges, net of tax of
$20 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (29,517) (29,517) (29,517)

ReclassiÑcation of net deferred
gain from cash Öow hedges
into net loss, net of tax of
$10 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,160) (14,160) (14,160)

Comprehensive loss ÏÏÏÏÏÏÏÏÏÏ $(51,246)

Balance at December 31, 2002 ÏÏÏ 1,000 Ì 260,187 73,207 21,278 354,672

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12,927) (12,927) $(12,927)

Distributions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,101) (18,101)

Deferred loss from cash Öow
hedges, net of tax of
$23 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (33,317) (33,317) (33,317)

ReclassiÑcation of net deferred
gain from cash Öow hedges
into net loss, net of tax of
$3 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,792) (3,792) (3,792)

Comprehensive loss ÏÏÏÏÏÏÏÏÏÏ $(50,036)

Balance at December 31, 2003 ÏÏÏ 1,000 $Ì $242,086 $60,280 $(15,831) $286,535

See Notes to the Consolidated Financial Statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Background

Reliant Energy Mid-Atlantic Power Holdings, LLC and subsidiaries (REMA), is an indirect wholly
owned subsidiary of Reliant Energy Power Generation, Inc. (REPG). REPG is a wholly owned subsidiary
of Reliant Resources, Inc. (Reliant Resources).

As of December 31, 2003, REMA owned or leased interests in 20 operating electric generation plants
in Pennsylvania, New Jersey and Maryland with an annual average net generating capacity of
approximately 3,798 megawatts (MW). See note 12.

(2) Summary of SigniÑcant Accounting Policies

(a) ReclassiÑcations.

Some amounts from the previous years have been reclassiÑed to conform to the 2003 presentation of
Ñnancial statements. These reclassiÑcations do not aÅect earnings.

(b) Use of Estimates and Market Risk and Uncertainties.

The preparation of Ñnancial statements in conformity with accounting principles generally accepted in
the United States of America (GAAP) requires management to make estimates and assumptions that
aÅect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the
date of the Ñnancial statements, and the reported amounts of revenues and expenses during the reporting
period. Actual results could diÅer from those estimates. REMA's critical accounting estimates include:
(a) property, plant and equipment, (b) depreciation expense, (c) derivative activities, (d) contingencies
and (e) deferred tax asset valuation allowances and tax liabilities.

REMA is subject to risks associated with price movements of energy commodities and the credit risk
associated with its commercial activities. For additional information regarding these risks, see notes 2(d)
and 5. REMA is subject to risks relating to the reliability of the systems, procedures and other
infrastructure necessary to operate its business. REMA is also subject to risks relating to changes in laws
and regulations; the eÅects of competition; liquidity concerns in the markets in which REMA operates; the
availability of adequate supplies of fuel and transportation; weather conditions; Ñnancial market conditions
and REMA's access to capital; the creditworthiness or Ñnancial distress of REMA's counterparties; actions
by rating agencies with respect to REMA or its competitors; political, legal, regulatory and economic
conditions and developments; the successful operation of deregulating power markets and other items.

(c) Principles of Consolidation.

REMA's accounts and those of its wholly-owned subsidiaries are included in the consolidated
Ñnancial statements. All signiÑcant intercompany transactions and balances are eliminated in consolidation.

In 2000, REMA entered into separate sale-leaseback transactions with each of three owner-lessors for
its respective interests in three power generation stations (see note 9(a)). REMA does not consolidate
these generating facilities.

In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation
No. 46, ""Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51,'' (FIN No. 46).
The objective of FIN No. 46 is to achieve more consistent application of consolidation policies to variable
interest entities and to improve comparability between enterprises engaged in similar activities. FIN
No. 46 states that an enterprise must consolidate a variable interest entity if the enterprise has a variable
interest that will absorb a majority of the entity's expected losses, receives a majority of the entity's
expected residual returns, or both. FIN No. 46 requires entities to either (a) record the eÅects
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prospectively with a cumulative eÅect adjustment as of the date on which FIN No. 46 is Ñrst applied or
(b) restate previously issued Ñnancial statements for the years with a cumulative eÅect adjustment as of
the beginning of the Ñrst year being restated.

REMA adopted FIN No. 46 on January 1, 2003. FIN No. 46 did not have any impact on REMA's
consolidated Ñnancial statements. In December 2003, the FASB released FASB Interpretation No. 46
(revised December 2003) ""Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51''
(FIN No. 46R), which replaces FIN No. 46 and modiÑed certain criteria in determining which entities
should be considered as variable interest entities. REMA does not believe the application of FIN No. 46R
will have a material impact to its consolidated Ñnancial statements. The application of FIN No. 46R
continues to evolve as the FASB continues to address issues submitted for consideration. REMA will
continue to assess its application of clariÑed or revised guidance related to FIN No. 46R.

(d) Revenues and Accounting for Hedging Activities.

Power Generation Revenues. Revenues include energy, capacity and ancillary service sales. REMA
records gross revenues under the accrual method and these revenues generally are recognized upon
delivery. REMA's electric power and services are sold at market-based prices through a related party and
indirect subsidiary of Reliant Resources, Reliant Energy Services, Inc. (Reliant Energy Services). Reliant
Energy Services acts as agent on behalf of REMA on most market-based sales. REMA's capacity was also
sold pursuant to a transition power purchase agreement with GPU, Inc.. The transition power purchase
agreement expired on May 31, 2002. Sales not billed by month-end are accrued based upon estimated
energy or services delivered. See below for the discussion of the impact of implementation of Emerging
Issues Task Force (EITF) Issue No. 03-11, ""Reporting Realized Gains and Losses on Derivative
Instruments That Are Subject to FASB Statement No. 133 and Not ""Held for Trading Purposes'' As
DeÑned in EITF Issue No. 02-03'' (EITF No. 03-11).

Hedging Activities. EÅective January 1, 2001, REMA adopted Statement of Financial Accounting
Standards (SFAS) No. 133, ""Accounting for Derivative Instruments and Hedging Activities,'' as amended
(SFAS No. 133), which establishes accounting and reporting standards for derivative instruments.
Adoption of SFAS No. 133 on January 1, 2001 resulted in no after-tax increase in net income and a
cumulative after-tax increase in accumulated other comprehensive loss of $73.6 million. During 2001,
$70.4 million of the initial after-tax transition adjustment recorded in accumulated other comprehensive
loss was recognized in net loss.

If certain conditions are met, REMA may designate a derivative instrument as hedging (a) the
exposure to variability in expected future cash Öows (cash Öow hedge), (b) the exposure to changes in the
fair value of an asset or liability (fair value hedge) or (c) the foreign currency exposure of a net
investment in a foreign operation. This statement requires that a derivative be recognized at fair value in
the balance sheet whether or not it is designated as a hedge. Derivative commodity contracts for the
physical delivery of purchase and sale quantities transacted in the normal course of business are designated
as normal purchases and sales exceptions and are not reÖected in REMA's consolidated balance sheets at
fair value. For a derivative that is designated as a cash Öow hedge, and depending on its eÅectiveness,
changes in fair value are deferred as a component of accumulated other comprehensive income (loss), net
of applicable taxes.

REMA designates its derivatives utilized in non-trading activities as cash Öow hedges only if there is
a high correlation between price movements in the derivative and the item designated as being hedged.
This correlation is measured both at the inception of the hedge and on an ongoing basis, with an
acceptable level of correlation of at least 80% to 125% for hedge designation. The gains and losses related
to derivative instruments designated as cash Öow hedges are deferred in accumulated other comprehensive
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income (loss), net of tax, to the extent the contracts are eÅective as hedges, and then are recognized in
REMA's results of operations in the same period as the settlement of the underlying hedged transactions.
Once the anticipated transaction occurs, the accumulated deferred gain or loss recognized in accumulated
other comprehensive income (loss) is reclassiÑed and included in our consolidated statements of operations
(a) prior to October 1, 2003, under the captions (i) fuel and purchased power, in the case of hedging
activities related to physical and Ñnancial natural gas transactions and (ii) revenues, in the case of hedging
activities related to physical and Ñnancial power transactions and (b) eÅective October 1, 2003, under the
captions (i) fuel and purchased power, in the case of hedging activities related to physical natural gas
purchase transactions, physical natural gas sales transactions that do not physically Öow, Ñnancial natural
gas transactions and physical power purchase transactions that physically Öow, and (ii) revenues, in the
case of hedging activities related to Ñnancial power transactions, physical power sales transactions, physical
power purchase transactions that do not physically Öow and natural gas sales transactions that physically
Öow.

For a derivative not designated as a hedge, changes in fair value are recorded as unrealized gains or
losses in REMA's results of operations. If and when correlation ceases to exist at an acceptable level,
hedge accounting ceases and changes in fair value are recognized currently in REMA's results of
operations. If it becomes probable that a forecasted transaction will not occur, REMA immediately
recognizes the respective deferred gains or losses in its results of operations. The associated hedging
instrument is then marked to market through REMA's results of operations for the remainder of the
contract term unless a new hedging relationship is redesignated.

In July 2003, the EITF issued EITF No. 03-11, which stated that realized gains and losses on
derivative contracts not ""held for trading purposes'' should be reported either on a net or gross basis based
on the relevant facts and circumstances. ReclassiÑcation of prior year amounts is not required. On
October 1, 2003, REMA began reporting prospectively the settlement of sales and purchases of fuel and
power related to its hedging activities that were physically delivered on a gross basis in REMA's
consolidated statement of operations. Prior to October 1, 2003 the settlement of sales and purchases of fuel
and power related to REMA's hedging activities were reported on a net basis in REMA's consolidated
statement of operations based on the item hedged. The application of EITF No. 03-11 did not result in a
material impact on revenues and fuel and purchased power in REMA's consolidated statement of
operations and is not expected to have a material impact on the presentation of future operations. EITF
No. 03-11 has no impact on margins or net income. Comparative Ñnancial statements for prior periods
have not been reclassiÑed to conform to this presentation, as it is not required. In addition, it is not
practicable to determine sales and purchases of fuel and purchased power in 2001, 2002 and the nine
months ended September 30, 2003 that would have been shown net if EITF No. 03-11 had been applied
to the results of operations historically.

In April 2003, the FASB issued SFAS No. 149 ""Amendment of Statement 133 on Derivative
Instruments and Hedging Activities'' (SFAS No. 149). SFAS No. 149 clariÑes when a contract with an
initial net investment meets the characteristics of a derivative and when a derivative contains a Ñnancing
component, as discussed in SFAS No. 133. SFAS No. 149 also amends certain existing pronouncements,
which will result in more consistent reporting of contracts as either derivative or hybrid instruments.
SFAS No. 149 is eÅective for contracts entered into or modiÑed after June 30, 2003 and for hedging
relationships designated after June 30, 2003 and should be applied prospectively. The implementation of
SFAS No. 149 did not have a material impact on REMA's consolidated Ñnancial statements.

For additional discussion of derivative and hedging activities, see note 5.

Set-oÅ of Derivative Assets and Liabilities. Where derivative instruments are subject to a master
netting agreement and the criteria of FASB Interpretation No. 39, ""OÅsetting of Amounts Related to
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Certain Contracts,'' are met, REMA presents its derivative assets and liabilities on a net basis in the
consolidated balance sheets. Derivative assets/liabilities and accounts receivable/payable are presented
separately in the consolidated balance sheets. The derivative assets/liabilities and accounts receiva-
ble/payable are set-oÅ separately in the consolidated balance sheets although in certain cases contracts
permit the set-oÅ derivative assets/liabilities and accounts receivable/payable with a given counterparty.

(e) General and Administrative Expense.

The general and administrative expenses from aÇliates include an allocation of corporate and
administrative services, insurance and utility costs (including management services, Ñnancial and
accounting, cash management and treasury support, legal, information technology system support, oÇce
management and human resources) under REMA's support services agreement with REPG (see
note 3(b)).

(f) Property, Plant and Equipment and Depreciation Expense.

REMA records property, plant and equipment at historical cost. REMA expenses all repair and
maintenance costs as incurred, including planned major maintenance. Depreciation is computed using the
straight-line method based on estimated useful lives. Property, plant and equipment includes the following:

December 31,Estimated Useful
Lives (Years) 2002 2003

(In thousands)

Electric generation facilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10 - 30 $824,926 $ 803,734

Building and building improvements(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏ 9 - 30 9,118 1,860

Land improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 - 33 9,020 42,016

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 - 10 4,883 4,511

Land ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,069 29,113

Assets under construction ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,132 22,175

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 915,148 903,409

Accumulated depreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (92,813) (110,877)

Property, plant and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $822,335 $ 792,532

(1) Building and building improvements include the carrying value of the Johnstown oÇce building which was written down by

$6.5 million in 2003 to its fair value less costs to sell and is no longer being depreciated. See note 11.

REMA periodically evaluates property, plant and equipment for impairment when events or changes
in circumstances indicate that the carrying value of these assets may not be recoverable. The
determination of whether an impairment has occurred is based on an estimate of undiscounted cash Öows
attributable to the assets, as compared to the carrying value of the assets. A resulting impairment loss is
highly dependent on the underlying assumptions. During 2002, REMA recognized $15.0 million in
depreciation expense for the early retirement of power generation units at its Warren facility. During 2003,
REMA recorded the following charges in depreciation expense: $9.6 million for the early retirement of
power generation units at its Sayreville facility and $6.5 million related to the write-down of an oÇce
building to its fair value less costs to sell (see note 11). As of December 31, 2003, REMA performed
impairment analyses of certain of its property, plant and equipment. In addition, as of November 1, 2002
and July 1, 2003, REMA performed impairment analyses of all of its property, plant and equipment as it
believed events had indicated that these assets may not be recoverable. Based on these analyses, REMA
recorded no impairments.
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If REMA's wholesale energy market outlook changes negatively, REMA could have impairments of
property, plant and equipment in future periods. In addition, Reliant Resources' ongoing evaluation of its
wholesale energy business could result in decisions to mothball, retire or dispose of additional generation
assets, any of which could result in impairment charges. See note 12.

(g) Goodwill and Amortization Expense.

REMA records goodwill for the excess of the purchase price over the fair value assigned to the net
assets of an acquisition. Through 2001, REMA amortized goodwill on a straight-line basis over 35 years.
Pursuant to REMA's adoption of SFAS No. 142, ""Goodwill and Other Intangible Assets''
(SFAS No. 142) on January 1, 2002, REMA discontinued amortizing goodwill. See note 4 for a
discussion regarding REMA's adoption of SFAS No. 142. Goodwill amortization expense was $0.1 million
for 2001. Amortization expense was for other intangibles $14.1 million, $14.8 million, and $28.6 million for
2001, 2002 and 2003, respectively. See also note 4.

REMA periodically evaluates goodwill and other intangibles when events or changes in circumstances
indicate that the carrying value of these assets may not be recoverable. In 2001, the determination of
whether an impairment had occurred was based on an estimate of undiscounted cash Öows attributable to
the assets, as compared to the carrying value of the assets. EÅective January 1, 2002, goodwill and other
intangibles are evaluated for impairment in accordance with SFAS No. 142. To date, no impairment has
been indicated. For further discussion of goodwill and other intangible impairment analyses in 2002 and
2003, see note 4.

(h) Income Taxes.

REMA uses the asset and liability method of accounting for deferred income taxes and measures
deferred income taxes for all signiÑcant income tax temporary diÅerences. For additional information
regarding income taxes, see note 8.

From the date of REMA's acquisition by Reliant Resources through September 30, 2002, REMA was
included in the consolidated income tax return of CenterPoint Energy, Inc. (CenterPoint Energy),
formerly the majority owner of Reliant Resources. As of October 1, 2002, REMA is included in the
consolidated tax returns of Reliant Resources and calculates its income tax provision on a separate return
basis, whereby Reliant Resources pays all federal income taxes on REMA's behalf and is entitled to any
related tax savings. The diÅerence between REMA's current federal income tax expense or beneÑt, as
calculated on a separate return basis, and related amounts paid or received to/from Reliant Resources, if
any, is recorded as adjustments to additional paid-in capital on REMA's consolidated balance sheets.

(i) Cash.

REMA records as cash and cash equivalents all highly liquid short-term investments with original
maturities or remaining maturities at the date of purchase of three months or less.

(j) Restricted Cash.

Restricted cash currently represents cash collateral posted to support REMA's lease obligations under
its sale-leaseback transactions. See note 9(a). As of December 31, 2002 and 2003, REMA's current and
long-term restricted cash totaled $0 and $42.3 million, respectively.
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(k) Inventories.

Inventories consist of materials and supplies, including spare parts, coal, natural gas and heating oil.
All inventory is valued at the lower of average cost or market.

(l) Environmental Costs.

REMA expenses or capitalizes environmental expenditures, as appropriate, depending on their future
economic beneÑt. REMA expenses amounts that relate to an existing condition caused by past operations
and that do not have future economic beneÑt. REMA records liabilities related to expected future costs
related to environmental assessments and/or remediation activities when they are probable and the costs
can be reasonably estimated. See note 10(a) for further discussion.

(m) Asset Retirement Obligations.

On January 1, 2003, REMA adopted SFAS No. 143, ""Accounting for Asset Retirement Obligations''
(SFAS No. 143). SFAS No. 143 requires the fair value of a liability for an asset retirement legal
obligation to be recognized in the period in which it is incurred. When the liability is initially recorded,
associated costs are capitalized by increasing the carrying amount of the related long-lived asset. Over
time, the liability is accreted to its present value each period, and the capitalized cost is depreciated over
the useful life of the related asset. Prior to the adoption of SFAS No. 143, REMA recorded asset
retirement obligations in connection with certain business combinations. These obligations were recorded at
their present values on the dates of acquisition. REMA's asset retirement obligations are primarily
environmental obligations related to ash disposal site closures.

The impact of the adoption of SFAS No. 143 resulted in a gain of $2.3 million, net of tax of
$1.6 million, as a cumulative eÅect of an accounting change in REMA's consolidated statement of
operations for 2003. The impact of the adoption of SFAS No. 143 resulted in a January 1, 2003
cumulative eÅect of an accounting change to record (a) a $1.0 million increase in the carrying values of
property, plant and equipment, (b) a $0.2 million increase in accumulated depreciation of property, plant
and equipment, (c) a $3.1 million decrease in asset retirement obligations and (d) a $1.6 million increase
in deferred income tax liabilities.

If REMA had adopted SFAS No. 143 on January 1, 2001, the impact would have been immaterial to
its consolidated income from continuing operations and net income (loss) for both 2001 and 2002.

The following table presents the detail of REMA's asset retirement obligations, which are included in
other long-term liabilities in its consolidated balance sheet (in millions):

Balance at January 1, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3.9

Accretion expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.2

Liabilities incurred ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.1

Payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3.9)

Balance at December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.3

(n) Deferred Lease Costs.

REMA incurred costs in connection with its sale-leaseback transactions in 2000 (see note 9(a)).
These costs are deferred and amortized, using the straight-line method, over the life of the individual sale-
leaseback transactions. REMA amortized $0.8 million to facilities lease expense in each of the years ended
December 31, 2001, 2002 and 2003. As of December 31, 2002 and 2003, REMA had $22.9 million and

F-159



RELIANT ENERGY MID-ATLANTIC POWER HOLDINGS, LLC
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

$22.1 million, respectively, of net deferred lease costs classiÑed in other long-term assets in its consolidated
balance sheets.

(o) Disclosures About Pensions and Other Postretirement BeneÑts.

In December 2003, the FASB issued a revision to SFAS No. 132, ""Employers' Disclosures About
Pensions and Other Postretirement BeneÑts Ì An Amendment of FASB Statements No. 87, 88 and 106''
(SFAS No. 132 (Revised 2003)). This statement revises employers' disclosures about pension plans and
other postretirement beneÑt plans. This statement retains the disclosure requirements contained in
SFAS No. 132, ""Employers' Disclosures about Pensions and Other Postretirement BeneÑts''
(SFAS No. 132), which it replaces. It requires additional disclosures to those in the original
SFAS No. 132 about the assets, obligations, cash Öows and net periodic beneÑt cost of deÑned beneÑt
pension plans and other deÑned beneÑt postretirement plans. REMA has adopted these additional
disclosures. See note 7.

(p) New Accounting Pronouncements.

As of February 20, 2004, no standard setting body or authoritative body has established new
accounting pronouncements or changes to existing accounting pronouncements that would have a material
impact to REMA's results of operations, Ñnancial position or cash Öows, for which REMA has not already
adopted and/or disclosed elsewhere in these notes.

(3) Related Party Transactions

(a) Procurement and Marketing Agreement

REMA is a party to a procurement and marketing agreement with Reliant Energy Services under
which Reliant Energy Services is entitled to procurement and power marketing fees. Under the agreement,
Reliant Energy Services

‚ enters into derivative transactions on behalf of REMA to hedge commodity risks;

‚ procures coal, fuel oil and emissions allowances on REMA's behalf at a pass through price;

‚ procures gas on REMA's behalf at a pass through price or for an index price plus costs of delivery,
depending on when and how the gas is procured; and

‚ markets power and surplus gas, fuel oil and emissions allowances on REMA's behalf.

The amount charged to REMA by Reliant Energy Services for these services was $4.6 million,
$4.4 million and $4.7 million during 2001, 2002 and 2003, respectively. These amounts are classiÑed in
operation and maintenance expense in the consolidated statements of operations.

Fees charged under the procurement and marketing agreement are subordinated to certain payments
pursuant to the sale-leaseback Ñnancing documents, including lease payments.

(b) Support Services Agreement

REMA is a party to a support services agreement with REPG under which REPG will, on an as-
requested basis and at cost, provide or procure from other aÇliates or third parties services in support of
REMA's business in areas such as human resources, accounting, Ñnance, treasury, tax, oÇce
administration, information technology, engineering, construction management, environmental, legal and
safety. REPG has agreed to provide these services only to the extent it or its aÇliates provide these
services for it or its subsidiaries' generating assets. REPG charges and allocates costs to REMA for these
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services. Amounts charged and allocated to REMA for these services were $70.3 million, $79.3 million
and $92.2 million during 2001, 2002, and 2003, respectively. On January 1, 2003, REPG reÑned the
methodology it used to allocate costs to REMA. The current method being used by REPG to allocate
support service costs to REMA is based on REMA's direct labor costs relative to the direct labor costs of
the other entities to which REPG provides similar services versus the prior method that was based on
REMA's gross margin relative to the gross margin of the other entities to which REPG provides similar
services. As a result of the change in allocation methodology, REMA has been allocated a higher
percentage of costs than would have been allocated under the previous methodology. All of the allocations
in the consolidated Ñnancial statements have been and continue to be based on assumptions that
management believes are reasonable under the circumstances. However, these allocations may not
necessarily be indicative of the costs and expenses that would have resulted if REMA had operated as a
separate entity. These amounts are classiÑed in general and administrative expense from aÇliates in the
consolidated statements of operations.

Costs charged under the support services agreement are subordinated to certain payments pursuant to
the sale-leaseback Ñnancing documents, including lease payments.

(c) Subordinated Long-term Notes to AÇliated Entity

REMA has notes payable to Reliant Energy Northeast Holdings Inc. (RENH), a wholly-owned
subsidiary of REPG. The notes are due January 1, 2029 and accrue interest at a Ñxed rate of 9.4% per
annum. As of December 31, 2002 and 2003, REMA had $683.6 million and $618.7 million, respectively,
outstanding under the notes. Payments under this indebtedness are subordinated to REMA's lease
obligations.

In July 2001, REMA borrowed an additional $106.0 million from RENH. The borrowing would have
matured on July 1, 2029, bore interest at a Ñxed rate of 9.4% and was unsecured. Repayment of the
borrowing was subordinated to REMA's lease obligations as required by the lease documents. At
December 31, 2002, $2.0 million of borrowings were outstanding under this note. The note was paid in full
by REMA in March 2003.

(d) Working Capital Note

REMA has a revolving note payable to RENH under which REMA may borrow, and RENH is
committed to lend, up to $30 million for working capital needs. Borrowings under the note will be
unsecured and will rank equal in priority with REMA's lease obligations. REMA may replace this note
with a working capital facility from an unaÇliated lender. Borrowings under the working capital note bear
interest based on the London Inter-Bank OÅered Rate (LIBOR). This note expires in May 2004. RENH
plans to renew the working capital note prior to its expiration. At December 31, 2002 and 2003, there were
no borrowings outstanding under this note.

(e) Subordinated Working Capital Facility

REMA entered into an irrevocably committed subordinated working capital facility with RENH.
RENH will fund REMA's drawings under this facility through borrowings or equity contributions
irrevocably committed to RENH by Reliant Resources. REMA may borrow under this facility to pay
operating expenditures, senior indebtedness and rent, but excluding capital expenditures and subordinated
indebtedness. In addition, RENH must make advances to REMA and REMA must obtain such advances
under such facility up to the maximum available commitment under such facility from time to time if
REMA's pro forma coverage ratio does not equal or exceed 1.1 to 1.0, measured at the time rent under
the leases is due. Subject to the maximum available commitment, drawings will be made in amounts
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necessary to permit REMA to achieve a pro forma coverage ratio of at least 1.1 to 1.0. The amount
available under the subordinated working capital facility is $120.0 million through January 1, 2007.
Thereafter, the available amount decreases by $24.0 million on January 2, 2007 and by $24.0 million each
subsequent year through its expiration in 2011. At December 31, 2002 and 2003, there were no borrowings
outstanding under this facility.

(4) Goodwill and Intangibles

In July 2001, the FASB issued SFAS No. 142, which states that goodwill and certain intangibles with
indeÑnite lives will not be amortized into results of operations, but instead will be reviewed periodically for
impairment and charged to results of operations in periods in which the recorded value of goodwill and
certain intangibles with indeÑnite lives exceeds their fair values. REMA adopted the provisions of the
statement eÅective January 1, 2002, and discontinued amortizing goodwill into its results of operations. A
reconciliation of 2001 reported net loss adjusted for the exclusion of goodwill amortization with a
comparison of 2002 and 2003 follows:

Year Ended December 31,

2001 2002 2003

(In millions)

Reported net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(0.4) $(7.6) $(12.9)

Add: Goodwill amortization, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.1 Ì Ì

Adjusted net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(0.3) $(7.6) $(12.9)

Intangibles. Other intangible assets consist of the following:

December 31,
Weighted-

2002 2003Average
Amortization Carrying Accumulated Carrying Accumulated

Period (Years) Amount Amortization Amount Amortization

(In millions)

Air emission regulatory allowances ÏÏÏÏ 35 $177.3 $(32.1) $197.6 $(59.4)

Power generation site permits and
water rights ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35 43.0 (3.2) 21.9 (2.3)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $220.3 $(35.3) $219.5 $(61.7)

REMA recognizes speciÑcally identiÑable intangibles, including air emissions regulatory allowances,
power generation site permits, and water rights when acquired. REMA has no intangible assets with
indeÑnite lives recorded as of December 31, 2002 and 2003. REMA amortizes air emission regulatory
allowances primarily on a units-of-production basis as utilized. REMA amortizes power generation site
permits and water rights on a straight-line basis over their estimated useful lives. All intangibles, excluding
goodwill, are subject to amortization.
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Estimated amortization expense for the next Ñve years is as follows (in millions):

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $15.3

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.9

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.9

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.9

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.8

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $35.8

During 2003, REMA sold certain power generation site permits and water rights to an aÇliate for
$19.2 million in cash. The permits and water rights were no longer needed for REMA's business. There
was no gain or loss recorded on the sale. See note 12.

Goodwill. The following table shows the changes in the carrying amount of goodwill for 2002 and
2003 (in millions):

As of January 1, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 4.6

Purchase adjustments(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.2

As of December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.8

Other(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2.9)

As of December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3.9

(1) In connection with the acquisition of REMA in 2000, REPG made an $8.2 million payment to the prior owner in the Ñrst

quarter of 2002 for post-closing adjustments that resulted in a $2.2 million adjustment to REMA's goodwill.

(2) In connection with the acquisition of REMA in 2000, REMA recorded certain environmental liabilities associated primarily with

ash disposal site closures and site contaminations (see note 10(a)). Upon further review in 2003, management determined that

$2.9 million of the recorded environmental liabilities do not represent liabilities. As a result, goodwill was reduced by

$2.9 million to reÖect the reversal of these liabilities.

REMA has no goodwill that is deductible for United States income tax purposes.

During the second quarter of 2002, REMA completed the transitional impairment test as of
January 1, 2002 for the adoption of SFAS No. 142 on its consolidated Ñnancial statements. This
transitional impairment test resulted in no goodwill impairment at REMA.

SFAS No. 142 requires goodwill to be tested at least annually and more frequently in certain
circumstances. The date of REMA's annual impairment test was November 1 for 2002 and 2003. In
addition to the annual impairment tests, REMA tested its goodwill as of July 1, 2003 as a result of Reliant
Resources' sale of the Desert Basin power generation plant, which required Reliant Resources to allocate a
portion of the goodwill in the wholesale energy reporting unit to the Desert Basin plant operations on a
relative fair value basis as of July 2003 in order to compute the gain or loss on disposal. SFAS No. 142
also required Reliant Resources to test the recoverability of goodwill in the remaining wholesale energy
reporting unit as of July 2003. As a result of Reliant Resources' impairment analysis of its wholesale
energy reporting unit, REMA tested the recoverability of its goodwill. Based on the July 1, 2003 test and
the annual impairment tests, there was no impairment of goodwill during 2002 and 2003.

Potential Future Impairments of Goodwill. If REMA's wholesale energy market outlook changes
negatively, REMA could have impairments of goodwill. In addition, Reliant Resources' ongoing evaluation
of its business could result in decisions to mothball, retire or dispose of additional generation assets, any of
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which could result in impairment charges related to goodwill, impact REMA's Ñxed assets' depreciable
lives or result in Ñxed asset impairment charges. See note 12.

(5) Derivative Instruments

REMA is exposed to various market risks. These risks arise from the ownership of assets and
operation of the business. REMA routinely utilizes derivative instruments such as futures, physical forward
contracts, swaps and options to mitigate the impact of changes in electricity, natural gas and fuel prices on
its operating results and cash Öows.

Reliant Resources has a risk control framework, which REMA is subject to, designed to monitor,
measure and deÑne appropriate transactions to hedge and manage the risk in its existing portfolio of assets
and contracts and to authorize new transactions. These risks fall into three diÅerent categories: market
risk, credit risk and operational risk. REMA believes that it has eÅective procedures for evaluating and
managing these risks to which it is exposed. Key risk control activities include deÑnition of appropriate
transactions for hedging, credit review and approval, credit and performance risk measurement and
monitoring, validation of transactions, portfolio valuation and daily portfolio reporting including mark-to-
market valuation, value-at-risk and other risk measurement metrics. REMA seeks to monitor and control
its risk exposures through a variety of separate but complementary processes and committees, which
involve business unit management, senior management and Reliant Resources' board of directors.

The primary types of derivatives REMA uses are described below:

‚ Futures contracts are exchange-traded standardized commitments to purchase or sell an energy
commodity or Ñnancial instrument, or to make a cash settlement, at a speciÑc price and future
date.

‚ Physical forward contracts are commitments to purchase or sell energy commodities in the future.

‚ Swap agreements require payments to or from counterparties based upon the diÅerential between a
Ñxed price and variable index price (Ñxed price swap) or two variable index prices (variable price
swap) for a predetermined contractual notional amount. The respective index may be an exchange
quotation or an industry pricing publication.

‚ Option contracts convey the right to buy or sell an energy commodity or a Ñnancial instrument at a
predetermined price or settlement of the diÅerential between a Ñxed price and a variable index
price or two variable index prices.

To reduce the risk from market Öuctuations in its results of operations and the resulting cash Öows,
REMA may enter into energy derivatives in order to hedge some expected natural gas and other
commodities and sales of electric power. The derivative portfolios are managed to complement REMA's
asset portfolio, reducing overall risks.

The fair values of REMA's derivative activities as of December 31, 2002 and 2003, are determined by
(a) prices actively quoted, (b) prices provided by other external sources or (c) prices based on models
and other valuation methods.
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Below is the pre-tax income (loss) of REMA's derivative instruments, both from cash Öow hedge
ineÅectiveness and from derivative mark-to-market income and losses, for 2001, 2002 and 2003:

Year Ended December 31,

2001 2002 2003

(In millions)

Hedge ineÅectiveness(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.1 $ 5.5 $(4.9)

Derivative mark-to-market (loss) income(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.1) 6.4 1.0

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1.0) $11.9 $(3.9)

(1) For 2001, 2002 and 2003, no component of the derivative instruments' gain or loss was excluded from the assessment of

eÅectiveness.

(2) There were no amounts recognized in 2001, 2002 and 2003 in REMA's results of operations as a result of the discontinuance of

cash Öow hedges because it was probable that the forecasted transaction would not occur.

Below is a reconciliation of REMA's net derivative assets (liabilities) to accumulated other
comprehensive income (loss), net of tax, as of December 31, 2002 and 2003:

As of
December 31,

2002 2003

(In millions)

Net derivative assets (liabilities) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $28.3 $(26.0)

Derivatives not designated as cash Öow hedges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5.3) (6.3)

Recognized cash Öow hedge ineÅectiveness ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5.6) (0.7)

Cash Öow hedges terminated prior to maturity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18.8 5.9

Deferred tax (liabilities) assets attributable to accumulated other
comprehensive income (loss) on cash Öow hedges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14.9) 11.3

Accumulated other comprehensive income (loss) from derivative instruments,
net of tax(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $21.3 $(15.8)

(1) As of December 31, 2003, REMA expects $4.1 million of accumulated other comprehensive loss to be reclassiÑed into its results

of operations during 2004.

As of December 31, 2002 and 2003, the maximum length of time REMA is hedging its exposure to
the variability in future cash Öows for forecasted transactions, excluding the payment of variable interest
on existing Ñnancial instruments, is ten years and nine years, respectively.

Other Derivative Activities. During 2001, Reliant Resources contributed derivative assets and
liabilities to REMA as a result of four structured transactions involving a series of forward contracts to buy
and sell an energy commodity in 2001 and to buy and sell an energy commodity in 2002. The change in
fair value of these derivative assets and liabilities was recorded in the statement of consolidated operations
for each reporting period. During 2001 and 2002, $54 million of net derivative liabilities and $248 million
of net derivative assets, respectively, were settled related to these transactions, which was recorded in cash
Öows from operations; $8 million and $8 million, respectively, of pre-tax unrealized gains were recognized.

Credit Risk.

Credit risk is inherent in REMA's commercial activities and relates to the risk of loss resulting from
non-performance of contractual obligations by a counterparty. Reliant Resources has broad credit policies
and parameters, which REMA is subject to.
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Reliant Energy Services enters into hedging and other transactions on behalf of REMA under its
procurement and marketing agreement (see note 3(a)). Although Reliant Energy Services is the party to
the contract, REMA maintains counterparty credit risk associated with the hedging and other transactions.

Reliant Energy Services seeks to enter into contracts on behalf of REMA that permit it to net
receivables and payables with a given counterparty. Reliant Energy Services also enters into contracts that
enable it to obtain collateral from a counterparty as well as to terminate upon the occurrence of certain
events of default. The credit risk control organization establishes counterparty credit limits. Reliant
Resources employs tiered levels of approval authority for counterparty credit limits, with authority
increasing from the credit risk control organization through senior management. Credit risk exposure is
monitored daily and the Ñnancial condition of REMA's counterparties is reviewed periodically.

If any of REMA's counterparties failed to perform, Reliant Energy Services might be forced to
acquire alternative hedging arrangements on behalf of REMA or be required to replace the underlying
commitment at then-current market prices. In this event, REMA might incur additional losses in addition
to amounts owed to REMA by the counterparty. For information regarding the net provision recorded in
2001 related to energy sales to Enron, see note 10(a).

As of December 31, 2002, one investment grade counterparty represented 15% of REMA's total credit
exposure, net of collateral. The dollar amount of REMA's credit exposure to this counterparty was
$17.0 million as of December 31, 2002. As of December 31, 2002, there were no other counterparties
representing greater than 10% of REMA's total credit exposure, net of collateral. As of December 31,
2003, one non-investment grade counterparty represented 18% of REMA's total credit exposure , net of
collateral. The dollar amount of REMA's credit exposure to this counterparty was $13.9 million as of
December 31, 2003. As of December 31, 2003, there were no other counterparties representing greater
than 10% of REMA's total credit exposure, net of collateral.

(6) Long-term Debt

REMA is obligated to provide credit support for its lease obligations (see note 9(a)) in the form of
letters of credit and/or cash resulting from draws on such letters of credit, equal to an amount representing
the greater of (a) the next six months' scheduled rental payments under the related lease or (b) 50% of
the scheduled rental payments due in the next 12 months under the related lease. REMA's lease
obligations are currently supported by the cash proceeds resulting from the draw in August 2003 on three
separate letters of credit and $16.3 million in letters of credit provided by Reliant Resources in January
2004. The draw on the letters of credit constituted the making of term loans to REMA by the banks that
had issued the letters of credit pursuant to provisions that had been contemplated in the original letter of
credit facilities at their inception and did not constitute a default under any of REMA's obligations.
Interest on the term loans is payable at the rate of LIBOR plus 3%. REMA's subsidiaries guarantee
REMA's obligations under the leases and the term loans.

(7) Retirement and Other BeneÑt Plans

(a) Pension.

During the Ñrst quarter of 2001, REMA's non-union employees participated in CenterPoint's
noncontributory cash balance pension plan. EÅective March 1, 2001, REMA no longer accrues beneÑts
under this noncontributory pension plan for its non-union employees. EÅective March 1, 2001, each non-
union participant's unvested pension account balance became fully vested. Participants may elect to have
their accrued beneÑts (a) left in the CenterPoint pension plan for which CenterPoint is the plan sponsor,
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(b) rolled over to a savings plan or individual retirement account or (c) paid in a lump-sum or annuity
distribution.

Substantially all of REMA's union employees participate in a noncontributory pension plan (the
Union Pension Plan). The Union Pension Plan provides retirement beneÑts based on years of service and
Ñnal average compensation. The funding policy is to review amounts annually in accordance with
applicable regulations in order to determine contributions necessary to achieve adequate funding of
projected beneÑt obligations. REMA uses a December 31 measurement date for its pension plan. REMA's
pension and funded status are as follows:

Year Ended
December 31,

2002 2003

(In thousands)

Change in BeneÑt Obligation

BeneÑt obligation, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 6,558 $13,345

Service costÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,354 3,861

Interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 474 896

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (43) (177)

Special termination beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 584 Ì

Actuarial loss (gain) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,418 (273)

BeneÑt obligation, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $13,345 $17,652

Change in Plan Assets

Fair value of plan assets, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,673 $ 4,247

Employer contributions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,901 3,192

Actual investment returnÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (284) 1,127

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (43) (177)

Fair value of plan assets, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 4,247 $ 8,389

Reconciliation of Funded Status

Funded status ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(9,098) $(9,263)

Unrecognized actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,234 2,997

Net amount recognized, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(4,864) $(6,266)

Amounts recognized in the consolidated balance sheets are as follows:

December 31,

2002 2003

(In thousands)

Accrued beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(4,864) $(6,266)

The accumulated beneÑt obligation for the Union Pension Plan was $9.7 million and $13.1 million at
December 31, 2002 and 2003, respectively.
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Net pension cost includes the following components:

Year Ended December 31,

2001 2002 2003

(In thousands)

Service cost Ì beneÑts earned during the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,569 $3,354 $3,861

Interest cost on projected beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 198 474 896

Expected return on plan assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (98) (336) (436)

Net amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31 53 273

Net pension cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,700 $3,545 $4,594

The signiÑcant weighted average assumptions used to determine the pension beneÑt obligation include
the following:

December 31,

2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.75% 6.25%

Rate of increase in compensation levels ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.5% 4.5%

The signiÑcant weighted average assumptions used to determine the net pension cost include the
following:

Year Ended December 31,

2001 2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.5% 7.25% 6.75%

Rate of increase in compensation levels ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.5-5.5% 3.5-5.5% 4.5%

Expected long-term rate of return on assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.0% 9.5% 8.5%

As of December 31, 2003 REMA's expected long-term rate of return on pension plan assets is
developed based on third party models. These models consider expected inÖation, current dividend yields,
expected corporate earnings growth and risk premiums based on the expected volatility of each asset
category. The expected long-term rates of return for each asset category are weighted to determine the
overall expected long-term rate of return on pension plan assets. In addition, peer data and historical
returns are reviewed.

REMA's pension plan weighted average asset allocations at December 31, 2002 and 2003 and target
allocation for 2004 by asset category are as follows:

Percentage of
Plan Assets

at
December 31, Target Allocation
2002 2003 2004

Domestic equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55% 55% 55%

International equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 15 15

Debt securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 30 30

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100% 100% 100%
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In managing the investments associated with the pension plans, the objective is to exceed, on a
net-of-fee basis, the rate of return of a performance benchmark composed of the following indices:

Asset Class Index Weight

Domestic equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Wilshire 5000 Index 55%

International equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ MSCI All Country World Ex-U.S. Index 15

Debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Lehman Brothers Aggregate Bond Index 30

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100%

As a secondary measure, asset performance is compared to the returns of a universe of comparable
funds, where applicable, over a full market cycle.

During 2001, 2002 and 2003, REMA made cash contributions of $0.7 million, $2.9 million and
$3.2 million, respectively, to the pension plans. REMA expects cash contributions to approximate
$6.1 million during 2004.

Information for pension plans with an accumulated beneÑt obligation in excess of plan assets is as
follows:

December 31,

2002 2003

(In thousands)

Projected beneÑt obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $13,345 $17,652

Accumulated beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,664 13,122

Fair value of plan assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,247 8,389

(b) Savings Plan.

REMA has two employee savings plans that are tax-qualiÑed plans under Section 401(a) of the
Internal Revenue Code of 1986, as amended (Code), and include a cash or deferred arrangement under
Section 401(k) of the Code for substantially all its employees.

Under the plans, participating employees may contribute a portion of their compensation, pre-tax or
after-tax, generally up to a maximum of 16% of compensation. The savings plans' matching contribution
and any payroll period discretionary employer contribution will be made in cash; any discretionary annual
employer contribution, as applicable, may be made in Reliant Resources' common stock, cash or both.

REMA's savings plans beneÑt expense was $3.9 million, $3.7 million and $4.6 million in 2001, 2002
and 2003, respectively.

(c) Postretirement BeneÑts.

REMA provides some postretirement beneÑts (primarily medical care and life insurance beneÑts) for
its union retired employees, substantially all of whom may become eligible for these beneÑts when they
retire. REMA funds its union postretirement beneÑts on a pay-as-you-go basis. REMA uses a
December 31 measurement date.
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REMA's accumulated postretirement beneÑt obligation and funded status are as follows:

Year Ended December 31,

2002 2003

(In thousands)

Change in BeneÑt Obligation

BeneÑt obligation, beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7,542 $ 28,964

Service costÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,262 1,418

Interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 547 1,955

Plan amendmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,454 Ì

Actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,159 7,377

BeneÑt obligation, end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 28,964 $ 39,714

Change in Plan Assets

Fair value of plan assets, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ Ì

Employer contributions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (17)

Participant contributions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 17

Fair value of plan assets, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ Ì

Reconciliation of Funded Status

Funded status ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(28,964) $(39,714)

Unrecognized prior service costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,454 8,509

Unrecognized actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,766 18,239

Net amount recognized at end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (7,744) $(12,966)

Amounts recognized in the consolidated balance sheets are as follows:

December 31,

2002 2003

(In thousands)

Accrued beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(7,744) $(12,966)

Net postretirement beneÑt cost includes the following components:

Year Ended December 31,

2001 2002 2003

(In thousands)

Service cost Ì beneÑts earned during the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,411 $2,262 $1,418

Interest cost on projected beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 234 547 1,955

Net amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 206 1,832

Net postretirement beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,645 $3,015 $5,205

The signiÑcant weighted average assumption used to determine the accumulated postretirement
beneÑt obligation includes the following:

December 31,

2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.75% 6.25%
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The signiÑcant weighted average assumption used to determine the net postretirement beneÑt cost
includes the following:

Year Ended December 31,

2001 2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.5% 7.25% 6.75%

The following table shows REMA's assumed health care cost trend rates used to measure the
expected cost of beneÑts covered by REMA's postretirement plan:

Year Ended December 31,

2001 2002 2003

Health care cost trend rate assumed for next year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.0% 11.25% 10.5%

Rate to which the cost trend rate is assumed to gradually decline ÏÏÏ 5.5% 5.5% 5.5%

Year that the rate reaches the rate to which it is assumed to decline 2011 2011 2011

Assumed health care cost trend rates have an eÅect on the amounts reported for REMA's health care
plans. A one-percentage-point change in assumed health care cost trend rates would have the following
eÅects as of December 31, 2003:

One-Percentage
Point

Increase Decrease

(In thousands)

EÅect on service and interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 808 $ (684)

EÅect on accumulated postretirement beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,650 (6,555)

During 2002, the retiree medical beneÑts for certain union employees were redesigned to allow for a
company-provided subsidy for premium coverage attributable to qualifying employees. This resulted in a
$9.5 million increase in the accumulated postretirement beneÑt obligation during 2002.

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003
became law. This law introduces a prescription drug beneÑt, as well as a federal subsidy under certain
circumstances to sponsors of retiree health care beneÑt plans. In January 2004, the FASB issued FASB
StaÅ Position No. 106-1, ""Accounting and Disclosure Requirements Related to the Medicare Prescription
Drug, Improvement and Modernization Act of 2003.'' This FASB staÅ position permits sponsors of
postretirement health care plans that provide a prescription drug beneÑt to make a one time election to
defer accounting for the eÅects of this law until the earlier of: (a) the issuance of authoritative guidance
on accounting for the federal subsidy or (b) the occurrence of a signiÑcant event that would call for
remeasurement of a plan's assets and obligations, such as a plan amendment, settlement or curtailment.
REMA has elected to defer accounting for the eÅects of this law. The measurements of REMA's
accumulated postretirement beneÑt obligation and net periodic postretirement beneÑt cost do not reÖect
the eÅect of this law. When authoritative guidance on accounting for the federal subsidy is issued, REMA
will revise its accounting as required.

(d) Postemployment BeneÑts.

REMA records postemployment beneÑts based on SFAS No. 112, ""Employer's Accounting for
Postemployment BeneÑts,'' which requires the recognition of a liability for beneÑts provided to former or
inactive employees, their beneÑciaries and covered dependents, after employment but before retirement
(primarily health care and life insurance beneÑts for participants in the long-term disability plan). Net
postemployment beneÑt costs were insigniÑcant for 2001 and 2002 and $2.0 million for 2003.
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(e) Other Employee Matters.

As of December 31, 2003 approximately 70% of REMA's employees are the subject of four collective
bargaining arrangements. None of the employees are subject to arrangements that expire prior to
December 31, 2004.

(8) Income Taxes

REMA's current and deferred components of income tax (beneÑt) expense were as follows:

Year Ended December 31,

2001 2002 2003

(In millions)

Current

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(16.2) $ 47.5 $(18.1)

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8.3) 4.5 6.3

Total current ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (24.5) 52.0 (11.8)

Deferred

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16.1 (47.4) 12.6

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.9 (12.1) (16.5)

Total deferred ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20.0 (59.5) (3.9)

Income tax beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (4.5) $ (7.5) $(15.7)

A reconciliation of the federal statutory income tax rate to the eÅective income tax rate is as follows:

Year Ended December 31,

2001 2002 2003

(In millions)

Income (loss) before income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(5.0) $(15.1) $(30.9)

Federal statutory rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35% 35% 35%

Income tax beneÑt at statutory rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.7) (5.3) (10.8)

Net addition in taxes resulting from:

State income taxes, net of federal income tax beneÑt ÏÏÏÏÏÏÏÏ (2.7) (4.9) (6.7)

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.1) 2.7 1.8

Income tax beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(4.5) $ (7.5) $(15.7)

EÅective rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 91.2% 49.9% 50.7%
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Following were REMA's tax eÅects of temporary diÅerences between the carrying amounts of assets
and liabilities in the Ñnancial statements and their respective tax bases:

As of December 31,

2002 2003

(In millions)

Deferred tax assets:

Non-current:

Employee beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 4.4 $ 6.0

Environmental reserves ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15.0 11.9

Derivative liabilities, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 11.5

Operating loss carryforward ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 6.6

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.1 1.6

Total deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20.5 37.6

Deferred tax liabilities:

Current:

Derivative assets, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.2 0.7

Total current deferred tax liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.2 0.7

Non-current:

Derivative assets, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.5 Ì

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52.2 56.1

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.3 Ì

Total noncurrent deferred tax liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60.0 56.1

Total deferred tax liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 68.2 56.8

Accumulated deferred income taxes, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(47.7) $(19.2)

During 2002, Reliant Resources made non-cash equity contributions to REMA related to current
federal income taxes payable of $45.2 million. During 2003, REMA made non-cash equity distributions to
Reliant Resources related to current federal taxes receivable of $18.1 million (see note 2(h)).

Tax Attribute Carryovers. At December 31, 2003, REMA had approximately $52 million of state
net operating loss carryforwards. The state loss carryforwards can be carried forward to oÅset future
income through the year 2023.

(9) Commitments

(a) Lease Commitments.

Sales-leasebacks. In 2000, REMA entered into separate sale-leaseback transactions with each of
three owner-lessors' respective 16.45%, 16.67% and 100% interests in the Conemaugh, Keystone and
Shawville generating facilities, respectively, acquired in the REMA acquisition during 2000. As lessee,
REMA leases an interest in each facility from each owner-lessor under a facility lease agreement. REMA
expects to make lease payments through 2029 under these leases, with total cash payments of $1.3 billion
remaining as of December 31, 2003. The lease terms expire in 2026 (Shawville facility) and 2034
(Conemaugh and Keystone facilities). The equity interests in all the subsidiaries of REMA are pledged as
collateral for REMA's lease obligations and the subsidiaries have guaranteed the lease obligations.

F-173



RELIANT ENERGY MID-ATLANTIC POWER HOLDINGS, LLC
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Additionally, REMA is obligated to provide credit support for its lease obligations. See note 6 for
discussion. During 2001, 2002 and 2003, REMA made lease payments of $259.3 million, $137.8 million
and $76.8 million, respectively, to lessors related to its obligations under the sale-leaseback transactions.
Operating lease expense is recorded using the straight-line method over the life of the individual sale-
leaseback transactions. Operating lease expense, including the amortization of deferred lease costs (see
footnote 2(n)), was $59.6 million, $60.1 million and $59.8 million for the years ended December 31 2001,
2002 and 2003, respectively.

The lease documents contain restrictive covenants that restrict REMA's ability to, among other
things, make dividend distributions unless REMA satisÑes various conditions. As of December 31, 2003,
all of these conditions were met.

The following table sets forth REMA's obligation under these long-term operating leases (in
millions):

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 84.4

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 74.7

2006ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 63.7

2007ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64.6

2008ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62.1

Thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 997.2

$1,346.7

Other Operating Leases. REMA leases some equipment and vehicles under noncancelable operating
leases extending through 2005. Future minimum rentals under lease agreements are $92,000 and $74,000
in 2004 and 2005, respectively.

Rent expense incurred under other operating leases aggregated approximately $0.4 million,
$0.3 million and $0.1 million for 2001, 2002 and 2003, respectively.

(b) Other Commitments.

Fuel Supply and Commodity Transportation Commitments. REMA is a party to several fuel supply
contracts and commodity transportation contracts that have various quantity requirements and durations
that are not classiÑed as derivatives assets and liabilities and hence are not included in REMA's
consolidated balance sheet as of December 31, 2003. Minimum purchase commitment obligations under
these agreements are as follows, as of December 31, 2003:

Fuel Transportation
Commitments Commitments

(In millions)

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 98.7 $ 5.8

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 68.1 5.8

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52.2 5.6

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23.6 4.7

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14.4 4.7

2009 and thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 138.6 40.1

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $395.6 $66.7
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As of December 31, 2003, the maximum remaining term under any individual fuel supply contract
and transportation contract is 16 years and 20 years, respectively.

(10) Contingencies

(a) Legal and Environmental Matters.

Legal Matters.

Bankruptcy of Enron Corp. and Its Affiliates. In the fourth quarter of 2001, Enron Corp. filed a
voluntary petition for bankruptcy. Accordingly, REMA recorded a $68.4 million provision, comprised of
provisions against 100% of Enron receivables of $3.7 million and net derivative balances of $64.7 million.
Reliant Energy Services entered into contracts with Enron on behalf of REMA under Reliant Energy
Services' procurement and marketing agreement (see note 3(a)). In 2002, Reliant Energy Services sued
Enron Canada Corp., the only Enron party to Reliant Energy Services' netting agreement which is not in
bankruptcy, in the United States District Court for the Southern District of Texas to recover amounts owed
to Reliant Energy Services, including by and among the Enron parties. The case is pending. However, in
January 2003, Enron sued Reliant Energy Services in the United States Bankruptcy Court for the Southern
District of New York claiming $13 million based on the unenforceability of the netting agreement.

The non-trading derivatives with Enron were designated as cash Öow hedges (see note 5). The
unrealized net gain on these derivative instruments previously reported in other comprehensive income
(loss) will remain in accumulated other comprehensive income (loss) and will be reclassiÑed into earnings
during the period in which the originally designated forecasted transactions occur. During 2002 and 2003, a
$44.0 million gain and a $8.6 million gain, respectively, was reclassiÑed into earnings related to these cash
Öow hedges. As of December 31, 2002 and 2003, the remaining amount to be reclassiÑed into earnings
through 2007 was $18.8 million and $10.2 million, respectively.

Environmental Matters.

REMA Ash Disposal Site Closures and Site Contaminations. REMA is responsible for environmen-
tal costs related to (a) the closure of six ash disposal sites and (b) site contamination investigations and
remediation requirements of four of its generation facilities. Based on REMA's evaluations with assistance
from third-party consultants and engineers, REMA has recorded the estimated aggregate costs associated
with these environmental liabilities of $34.7 million and $23.1 million as of December 31, 2002 and 2003
respectively, of which REMA expects to spend $8.4 million over the next Ñve years.

New Source Review Matters. The United States Environmental Protection Agency (EPA) has
requested information from six of REMA's coal-Ñred facilities related to work activities conducted at the
sites that may be associated with various permitting requirements of the Clean Air Act. REMA has
responded to the EPA's requests for information. In addition to the EPA's requests for information, the
New Jersey Department of Environmental Protection (NJDEP) requested from the EPA a copy of all
correspondence relating to the EPA's request for information for one of the six facilities, which request the
EPA has granted. Furthermore, the New York state attorney general's oÇce and the Pennsylvania
Department of Environmental Protection recently requested from the EPA a copy of all such
correspondence relating to all six facilities, which the EPA granted.

Other Matters. REMA is involved in other legal proceedings before various courts and governmental
agencies regarding matters arising in the ordinary course of business, some of which involve substantial
amounts. Although REMA cannot predict the outcome of these proceedings, REMA does not expect
these matters to have a material adverse eÅect on its results of operations, Ñnancial condition or cash
Öows.
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(b) Reliant Resources' Debt Covenants.

Both Reliant Resources' March 2003 credit facility and its senior secured notes restrict REMA's
ability to take speciÑc actions, subject to numerous exceptions that are designed to allow for the execution
of Reliant Resources' and its subsidiaries' business plans in the ordinary course, including the preservation
and optimization of existing investments in the retail energy and wholesale energy businesses and the
ability to provide credit support for commercial obligations. REMA's failure to comply with these
covenants could result in an event of default that, if not cured or waived, could result in Reliant Resources
being required to repay its borrowings before their due date.

(11) Consolidation of Pennsylvania Regional Operations OÇce

On January 28, 2003, Reliant Resources announced a plan to consolidate its Pennsylvania regional
operations oÇce into the Pittsburgh area. As part of the consolidation, REMA relocated certain operations,
administration and staÅ support functions from the Johnstown, Pennsylvania oÇce to the Pittsburgh area.
REMA plans to sell the Johnstown oÇce. In addition, REMA eliminated certain employee positions and
oÅered severance beneÑts to qualifying employees. To qualify for severance beneÑts, employees must
remain employed through pre-determined retention dates, which extend through April 2004.

Total severance beneÑts are estimated at $3.3 million and are being accrued over the retention period.
During 2003, REMA recorded severance expense totaling $3.3 million and made severance payments
totaling $2.3 million. As of December 31, 2003, REMA's accrued liability for severance beneÑts totaled
$1.0 million. Severance expense is classiÑed in operation and maintenance expense in REMA's
consolidated statements of operations.

As a result of the anticipated sale of the oÇce in Johnstown, REMA recorded a $6.5 million write-
down of the Johnstown oÇce building to its fair value less cost to sell during 2003. The write-down was
recorded to depreciation expense.

(12) Subsequent Events

In January 2004, REMA sold certain power generation site permits and water rights to an aÇliate for
$19.6 million in cash. The permits and water rights were no longer needed for REMA's business. There
was no gain or loss recorded on the sale.

On February 12, 2004, Reliant Resources announced a plan, subject to regulatory approval, to
mothball 661 MW of capacity at certain peaking plants and units that serve the PJM Interconnection,
LLC and to retire the Wayne peaking unit having a capacity of 66 MW. All of the named plants and units
are owned by REMA. REMA tested the Wayne peaking unit for impairment as of December 31, 2003
(see note 2(f)). Based on this test, there was no impairment. In 2004, REMA adjusted the remaining
useful life of the Wayne peaking unit and expects to record $12.2 million in depreciation expense during
2004 associated with its early retirement.

* * *
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Orion Power Holdings, Inc.
Houston, Texas

We have audited the accompanying consolidated balance sheet of Orion Power Holdings, Inc. and
subsidiaries (""the Company'') as of December 31, 2002 and 2003, and the related consolidated statements
of operations, stockholders' equity and comprehensive income (loss), and cash Öows for the periods from
January 1, 2002 to February 19, 2002 and February 20, 2002 to December 31, 2002 and for the year
ended December 31, 2003. These Ñnancial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on the Ñnancial statements based on our audits.
The consolidated Ñnancial statements and the Ñnancial statement schedules of the Company for the year
ended December 31, 2001, were audited by other auditors who have ceased operations. Those auditors
expressed an unqualiÑed opinion on those Ñnancial statements and stated that such 2001 Ñnancial
statement schedules, when considered in relation to the 2001 basic consolidated Ñnancial statements taken
as a whole, presented fairly, in all material respects, the information set forth therein, in their reports dated
February 19, 2002 (which report on the consolidated Ñnancial statements includes an explanatory
paragraph concerning the adoption of a new accounting principle in 2001).

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by
management, as well as evaluating the overall Ñnancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the 2002 and 2003 consolidated Ñnancial statements present fairly, in all material
respects, the Ñnancial position of the Company as of December 31, 2002 and 2003, and the results of its
operations and its cash Öows for the periods from January 1, 2002 to February 19, 2002 and February 20,
2002 to December 31, 2002 and for the year ended December 31, 2003, in conformity with accounting
principles generally accepted in the United States of America.

As discussed in notes 2 and 5 to the consolidated Ñnancial statements, the Company changed its
accounting for asset retirement obligations and its presentation of revenues and cost of sales associated
with non-trading commodity derivatives activities in 2003 and changed its method of accounting for
goodwill and other intangibles in 2002.

As discussed above, the consolidated Ñnancial statements of the Company for the year ended
December 31, 2001 were audited by other auditors who have ceased operations. Such Ñnancial statements
and Ñnancial statement schedules have been revised to give eÅect to the following transitional disclosures,
expanded disclosures and reclassiÑcations:

‚ As discussed in note 5, the Company has presented the transitional disclosures for 2001 as required
by Statement of Financial Accounting Standards No. 142, ""Goodwill and Other Intangible Assets''
(SFAS No. 142). We audited the adjustments described in note 5 that were applied to revise the
2001 Ñnancial statements to include the transitional disclosures required by SFAS No. 142, which
was adopted by the Company as of January 1, 2002. Our audit procedures with respect to the
disclosure in note 5 with respect to 2001 included (1) comparing the previously reported net
income to the previously issued Ñnancial statements and the adjustments to reported net income
representing amortization expense (including any related tax eÅects) recognized in those periods
related to goodwill and intangible assets no longer being amortized as a result of initially applying
SFAS No. 142 (including any related tax eÅects) to the Company's underlying analysis obtained
from management and (2) testing the mathematical accuracy of the reconciliation of adjusted net
income to reported net income and the related earnings per share amounts.
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‚ As discussed in note 4, the Company has presented selected Ñnancial information and unaudited
pro forma information for 2001 as if the acquisition had occurred on January 1, 2001. We audited
the expanded disclosures and our procedures included (1) comparing the previously reported
revenues and net income to the previously issued Ñnancial statements and (2) agreeing the
expanded pro forma disclosure amounts to the Company's underlying analysis obtained from
management.

‚ The Ñnancial statements have also been revised to give eÅect to the following reclassiÑcations:
(1) in note 2(a), for the 2001 Ñnancial statements the Company has presented gains and losses on
derivative instruments net in revenues rather than separately and has also presented purchased
power separately from fuel expense, (2) for the 2001 cash Öow statements, the Company has
presented amortization of deferred Ñnancing fees separately, (3) in note 2(i), for 2001 the
Company presented the capitalized interest for the year rather than the cumulative capitalized
interest included in the balance sheet as of December 31, 2001.

We audited these reclassiÑcations that were applied to revise the 2001 Ñnancial statements and
Ñnancial statement schedules to conform to the presentation of such amounts in the 2003 Ñnancial
statements and Ñnancial statement schedules. Our audit procedures with respect to the 2001
amounts included (1) comparing the previously reported tabular presentation of each amount to a
reconciliation schedule prepared by management, (2) testing the mathematical accuracy of the
underlying analysis and (3) determining the reclassiÑcations were consistent with the 2003 Ñnancial
statement presentation.

In our opinion, the transitional disclosures, expanded disclosures and reclassiÑcations to the 2001
Ñnancial statements and disclosures and Ñnancial statement schedules described above have been properly
applied. However, we were not engaged to audit, review, or apply any procedures to the 2001 Ñnancial
statements or Ñnancial statement schedules of the Company other than with respect to such transitional
disclosures, expanded disclosures and reclassiÑcations and, accordingly, we do not express an opinion or
any form of assurance on the 2001 Ñnancial statements taken as a whole.

Our audit was conducted for the purpose of forming an opinion on the 2002 and 2003 basic
consolidated statements taken as a whole. The 2002 and 2003 Ñnancial statement schedules are presented
for the purpose of additional analysis and are not a required part of the 2002 and 2003 basic consolidated
Ñnancial statements. These schedules are the responsibility of the Company's management. Such schedules
have been subjected to the auditing procedures applied in our audit of the 2002 and 2003 basic
consolidated Ñnancial statements and, in our opinion, are fairly stated in all material respects when
considered in relation to the 2002 and 2003 basic consolidated Ñnancial statements taken as a whole.

DELOITTE & TOUCHE, LLP

Houston, Texas
March 5, 2004
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The following is a copy of a report previously issued by Arthur Andersen LLP (Andersen). The
report has not been reissued by Andersen.

Report of Independent Public Accountants

To Orion Power Holdings, Inc.:

We have audited the accompanying consolidated balance sheets of Orion Power Holdings, Inc. (a
Delaware corporation) and subsidiaries (Orion Power) as of December 31, 2000 and 2001, and the related
consolidated statements of operations, stockholders' equity and cash Öows for each of the three years in the
period ended December 31, 2001. These Ñnancial statements are the responsibility of Orion Power's
management. Our responsibility is to express an opinion on these Ñnancial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the Ñnancial statements are free of material misstatement. An audit also includes assessing the
accounting principles used and signiÑcant estimates made by management, as well as evaluating the overall
Ñnancial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated Ñnancial statements referred to above present fairly, in all material
respects, the Ñnancial position of Orion Power Holdings, Inc. and subsidiaries as of December 31, 2000
and 2001, and the results of their operations and their cash Öows for each of the three years in the period
ended December 31, 2001, in conformity with accounting principles generally accepted in the United
States.

As explained in Note 6 to the Ñnancial statements, eÅective January 1, 2001, Orion Power changed
its method of accounting for derivative Ñnancial instruments.

/s/ ARTHUR ANDERSEN LLP

Vienna, Virginia
February 19, 2002
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CONSOLIDATED STATEMENTS OF OPERATIONS

Former Orion Current Orion

January 1, 2002 February 20, 2002
Year Ended through through Year Ended

December 31, 2001 February 19, 2002 December 31, 2002 December 31, 2003

(Thousands of dollars, except per share amounts)

Revenues:

Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,190,299 $122,408 $1,001,764 $1,182,273

Revenues Ì aÇliates ÏÏÏÏÏÏÏÏ Ì Ì 20,279 33,042

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,190,299 122,408 1,022,043 1,215,315

Expenses:

Fuel ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 420,176 43,282 235,846 301,429

Fuel Ì aÇliates ÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 98,902 145,220

Purchased powerÏÏÏÏÏÏÏÏÏÏÏÏ 50,257 3,232 13,831 20,765

Purchased power Ì aÇliatesÏÏ Ì Ì 42,743 24,735

Operation and maintenanceÏÏÏ 129,413 22,419 160,196 220,644

General, administrative and
development ÏÏÏÏÏÏÏÏÏÏÏÏÏ 58,315 86,188 36,330 103,160

Goodwill impairment ÏÏÏÏÏÏÏÏ Ì Ì 337,500 585,000

Taxes other than income taxes 57,388 8,576 57,013 72,840

Depreciation and amortization 137,932 25,530 136,605 156,533

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 853,481 189,227 1,118,966 1,630,326

Operating Income (Loss) ÏÏÏÏÏÏ 336,818 (66,819) (96,923) (415,011)

Other Expense:

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏ (202,825) (25,067) (127,515) (146,724)

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,529 1,101 7,112 5,729

Total other expense ÏÏÏÏÏÏÏ (181,296) (23,966) (120,403) (140,995)

Income (Loss) Before Income
Taxes and Cumulative EÅect
of Accounting Change ÏÏÏÏÏÏÏ 155,522 (90,785) (217,326) (556,006)

Income Tax Expense (BeneÑt) 54,919 (38,611) 40,090 1,800

Income (Loss) Before
Cumulative EÅect of
Accounting Change ÏÏÏÏÏÏÏÏÏ 100,603 (52,174) (257,416) (557,806)

Cumulative eÅect of accounting
change, net of tax ÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 2,121

Net Income (Loss) ÏÏÏÏÏÏÏ $ 100,603 $(52,174) $ (257,416) $ (555,685)

Earnings per average common
share:

BasicÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.02

DilutedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.97

See Notes to the Consolidated Financial Statements
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December 31,

2002 2003

(Thousands of dollars)

ASSETS
Current Assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7,400 $ 33,441
Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 199,830 189,440
Accounts receivable, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 112,535 111,795
Receivable from aÇliates, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 221
State income taxes receivableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,364 34,850
Inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61,152 69,479
Derivative assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,762 23,045
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53,095 11,530
Prepaid insurance and property taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,535 11,756
Other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,496 9,345

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 517,169 494,902

Property, Plant and Equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,784,627 3,729,433

Other Assets:
Goodwill, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 986,037 395,079
Other intangibles, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 434,899 434,413
Derivative assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,286 12,150
Deferred Ñnancing costs, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,808 17,484
Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 8,656
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,279 5,523

Total other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,460,309 873,305

Total Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,762,105 $5,097,640

LIABILITIES AND STOCKHOLDER'S EQUITY
Current Liabilities:

Current portion of long-term debt and short-term borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 454,244 $ 407,690
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,937 49,373
Derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,479 19,480
Payable to aÇliates, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,930 Ì
Accrued expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,898 29,025
Accrued interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,800 19,487

Total current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 587,288 525,055

Other Liabilities:
Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 385,628 429,168
Derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,153 17,293
Contractual obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 85,715 52,439
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 80,393 72,519

Total other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 578,889 571,419

Long-term Debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,724,095 1,585,689

Commitments and Contingencies
Stockholder's Equity:

Common stock; par value $1.00 per share (1,000 shares authorized, issued and
outstanding) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 1

Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,152,701 3,233,308
Retained deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (257,416) (813,101)
Accumulated other comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (23,453) (4,731)

Stockholder's equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,871,833 2,415,477

Total Liabilities and Stockholder's Equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,762,105 $5,097,640

See Notes to the Consolidated Financial Statements
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ORION POWER HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Former Orion Current Orion

January 1, 2002 February 20, 2002
Year Ended through through Year Ended

December 31, 2001 February 19, 2002 December 31, 2002 December 31, 2003

(Thousands of dollars)

Cash Flows from Operating Activities:
Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $100,603 $(52,174) $(257,416) $(555,685)
Adjustments to reconcile net income (loss) to

net cash provided by operating activities:
Cumulative eÅect of accounting change ÏÏÏÏÏÏ Ì Ì Ì (2,121)
Impairment of goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 337,500 585,000
Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 137,932 25,530 136,605 156,533
Non-cash equity contribution of general and

administrative costs from stockholder ÏÏÏÏÏÏ Ì Ì Ì 69,631
Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30,986 (4,787) 114,381 85,359
(Gain) loss on derivative Ñnancial instruments (11,919) 12,065 3,699 (3,007)
Deferred compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,596 1,763 Ì Ì
Net amortization of contractual rights and

obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (3,537) (5,449)
Amortization of deferred Ñnancing costs ÏÏÏÏÏÏ 16,497 2,633 1,455 9,671
Amortization of revaluation of swaps and debt Ì Ì (30,816) (26,280)
Tax beneÑt from exercise of options ÏÏÏÏÏÏÏÏÏ 927 Ì Ì Ì
Interest income on oÇcers' notes receivableÏÏÏ (318) Ì Ì Ì
Federal income tax contribution from Reliant

Resources, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (72,932) (24,038)
Changes in assets and liabilities:

Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (53,288) 86,339 50,545 1,734
Accounts receivable, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,664 (50,375) 58,082 740
Inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,088) (539) (14,328) (8,327)
Prepaid insurance and property taxes and

other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,763 (44,279) (10,931) 2,040
Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,045 (40,431) (4,637) (44,764)
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (35,002) 26,041 (35,993) 4,266
Payable/receivable to aÇliates, net ÏÏÏÏÏÏÏÏ Ì Ì 7,930 (8,137)
Accrued expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (29,941) (10,958) (6,969) (5,881)
Income taxes receivable/payable ÏÏÏÏÏÏÏÏÏÏ Ì Ì (32,364) (2,571)
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39 (517) Ì Ì
Accrued interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,365) 16,738 (15,210) 687
Other long-term liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,904) 45,802 (70,672) (2,546)

Net cash provided by operating activities 171,227 12,851 154,392 226,855

Cash Flows from Investing Activities:
Capital expendituresÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (475,863) (49,642) (72,117) (75,646)
Purchases of property, plant and equipment

and related assets in acquisition ÏÏÏÏÏÏÏÏÏÏÏ (26,336) Ì Ì Ì

Net cash used in investing activities ÏÏÏÏÏ (502,199) (49,642) (72,117) (75,646)

Cash Flows from Financing Activities:
Proceeds from debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 448,400 21,000 108,200 40,000
Proceeds from issuance of stock, net ÏÏÏÏÏÏÏÏÏ 272,603 491 Ì Ì
Payments of debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (331,964) (78,758) (495,940) (199,579)
Contributions from stockholderÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 246,832 35,000
Payments on oÇcers' notes receivable ÏÏÏÏÏÏÏÏ 2,498 3,736 Ì Ì
Payments of Ñnancing costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12,680) (100) (27,264) (589)

Net cash provided by (used in) Ñnancing
activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 378,857 (53,631) (168,172) (125,168)

Net Change in Cash and Cash Equivalents ÏÏÏÏÏ 47,885 (90,422) (85,897) 26,041
Cash and Cash Equivalents at Beginning of

Period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 135,834 183,719 93,297 7,400

Cash and Cash Equivalents at End of Period ÏÏÏ $183,719 $ 93,297 $ 7,400 $ 33,441

Supplemental Disclosure of Cash Flow
Information:

Cash payments:
Interest paid (net of amounts capitalized) ÏÏÏÏ $188,930 $ 5,634 $ 166,454 $ 160,023
Income taxes paid (net of income tax refunds

received) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55,632 65 Ì (56,949)

See Notes to the Consolidated Financial Statements
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ORION POWER HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE INCOME (LOSS)

Notes Accumulated
Additional Receivable Retain Other Total Comprehensive

Common Stock Paid-In Deferred From Earnings Comprehensive Stockholders' Income
Shares Amount Capital Compensation OÇcers (DeÑcit) Loss Equity (Loss)

(Thousands of dollars, except share amounts)

Former Orion
Balance, December 31, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏ 93,095,926 $ 931 $ 1,230,467 $(3,359) $(5,916) $ 32,659 $ Ì $ 1,254,782

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100,603 100,603 $ 100,603
Sale of common stock, net of feesÏÏÏÏÏÏÏ 10,552,983 106 272,497 272,603
Change in notes receivable from oÇcersÏÏ 2,180 2,180
Amortization of deferred compensationÏÏÏ 1,596 1,596
Tax beneÑt Ì exercise of stock optionsÏÏÏ 927 927
Cumulative eÅect of adoption of

SFAS No. 133, net of tax of
$26 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (33,330) (33,330) (33,330)

Deferred loss from cash Öow hedges, net
of tax of $4 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,775) (6,775) (6,775)

ReclassiÑcation of net deferred gain from
cash Öow hedges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,956) (10,956) (10,956)

Comprehensive income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 49,542

Balance, December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏ 103,648,909 1,037 1,503,891 (1,763) (3,736) 133,262 (51,061) 1,581,630
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (52,174) (52,174) $ (52,174)
Exercise of stock optionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 491 491
Change in notes receivable from oÇcersÏÏ 3,736 3,736
Amortization of deferred compensationÏÏÏ 1,763 1,763
Deferred loss from cash Öow hedges, net

of tax of $5 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,055) (6,055) (6,055)
ReclassiÑcation of net deferred loss from

cash Öow hedges, net of tax of
$3 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,711 3,711 3,711

Comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (54,518)

Balance, February 19, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103,648,909 1,037 1,504,382 Ì Ì 81,088 (53,405) 1,533,102
Purchase accounting adjustment ÏÏÏÏÏÏÏÏ (103,648,909) (1,037) (1,504,382) Ì Ì (81,088) 53,405 (1,533,102)

Current Orion
Purchase allocation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,000 1 2,963,801 Ì Ì Ì Ì 2,963,802

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (257,416) (257,416) $(257,416)
Contributions from stockholder ÏÏÏÏÏÏÏÏÏ 188,900 188,900
Net deferred loss from cash Öow hedges,

net of tax of $24 million ÏÏÏÏÏÏÏÏÏÏÏÏÏ (33,829) (33,829) (33,829)
ReclassiÑcation of net deferred loss from

cash Öow hedges, net of tax of
$7 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,376 10,376 10,376

Comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(280,869)

Balance, December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,000 1 3,152,701 Ì Ì (257,416) (23,453) 2,871,833
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (555,685) (555,685) $(555,685)
Net contributions from stockholder ÏÏÏÏÏÏ 80,607 80,607
Deferred gain from cash Öow hedges, net

of tax of $8 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,765 10,765 10,765
ReclassiÑcation of net deferred loss from

cash Öow hedges, net of tax of
$6 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,957 7,957 7,957

Comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(536,963)

Balance, December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,000 $ 1 $ 3,233,308 $ Ì $ Ì $(813,101) $ (4,731) $ 2,415,477

See Notes to the Consolidated Financial Statements
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ORION POWER HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Background and Basis of Presentation

In this report ""Orion Power Holdings'' refers to Orion Power Holdings, Inc. ""Orion Power'' refers to
Orion Power Holdings, Inc. and its subsidiaries collectively unless the context clearly indicates otherwise.
Orion Power Holdings, a Delaware corporation, and subsidiaries own and operate electric generation
facilities in New York, Ohio, Pennsylvania and West Virginia with an aggregate generating capacity of
6,690 megawatts, as of December 31, 2003. Orion Power typically sells its wholesale products to electric
power retailers, which are the entities that supply power to consumers. Power retailers include independent
system operators, regulated utilities, municipalities, energy supply companies, cooperatives and retail
""load'' or customer aggregators. Orion Power has grown its business by strategically acquiring, developing
and modernizing non-nuclear generating facilities located in critical locations in regions across the United
States.

On February 19, 2002, Orion Power was acquired by merger (the Merger) by a wholly-owned
subsidiary of Reliant Resources, Inc. (Reliant Resources). The transaction resulted in the purchase by
Reliant Resources of all of Orion Power Holdings' outstanding shares of common stock for $26.80 per
share in cash for an aggregate purchase price of approximately $2.9 billion. Reliant Resources funded the
acquisition with a $2.9 billion credit facility and $41 million of cash on hand. As a result of the Merger,
Orion Power became a wholly-owned subsidiary of Reliant Resources.

Basis of Presentation

These consolidated Ñnancial statements present the results of operations for the year ended
December 31, 2001 and for the periods from January 1, 2002 through February 19, 2002 (the date that
Reliant Resources acquired Orion Power) and February 20, 2002 through December 31, 2002 and for the
year ended December 31, 2003. Within these consolidated Ñnancial statements, ""Current Orion'' and
""Former Orion'' refer to Orion Power after and before, respectively, the Merger. The results of operations
in these consolidated Ñnancial statements also include general corporate expenses allocated by Reliant
Resources to Orion Power subsequent to the Merger. All of the allocations in the consolidated Ñnancial
statements are based on assumptions that management believes are reasonable under the circumstances.
However, these allocations may not necessarily be indicative of the costs and expenses that would have
resulted if Orion Power had operated as a separate entity subsequent to the Merger.

The fair value adjustments related to the Merger, which have been pushed down to Orion Power from
Reliant Resources, primarily included adjustments in property, plant and equipment, goodwill, contractual
rights and obligations, severance liabilities, debt, unrecognized pension and postretirement beneÑts
liabilities and related deferred taxes. For additional information regarding the Merger, see note 4.

(2) Summary of SigniÑcant Accounting Policies

(a) ReclassiÑcations.

Some amounts from the previous years have been reclassiÑed to conform to the 2003 presentation of
Ñnancial statements. These reclassiÑcations do not aÅect earnings.

As discussed in note 5, ""Goodwill and Intangibles,'' Orion Power has presented the transitional
disclosures for 2001 required by SFAS No. 142. Additionally, as discussed in note 2(f), ""Summary of
SigniÑcant Accounting Policies Ì Property, Plant and Equipment and Depreciation Expense,'' and in
note 5, ""Goodwill and Intangibles,'' for 2001 Orion Power has reclassiÑed air emissions regulatory
allowances and the related accumulated amortization from net property, plant and equipment to net
intangibles.'' For the 2001 Ñnancial statements and the 2001 pro forma adjustment discussed in note 4,
""Business Acquisitions'' Orion Power has presented gains and losses on derivative instruments net in
revenues rather than separately. Orion Power has also presented purchased power separately from fuel
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expense. For the 2001 cash Öow statement, Orion Power has presented amortization of deferred Ñnancing
fees separately from depreciation and amortization. In note 2(i), for 2001, Orion Power presented
capitalized interest for the year rather than the cumulative capitalized interest included in the balance
sheet as of December 31, 2001.

(b) Use of Estimates and Market Risk and Uncertainties.

The preparation of Ñnancial statements in conformity with accounting principles generally accepted in
the United States of America (GAAP) requires management to make estimates and assumptions that
aÅect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the
date of the Ñnancial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could diÅer from these estimates. Orion Power's critical accounting estimates
include: (a) goodwill, (b) property, plant and equipment, (c) depreciation expense, (d) derivative
activities, (e) contingencies and (f) deferred tax assets valuation allowance and tax liabilities.

Orion Power is subject to the risk associated with price movements of energy commodities and the
credit risk associated with its commercial activities. For additional information regarding these risks, see
notes 2(d) and (b). Orion Power is subject to risks relating to the reliability of the systems, procedures
and other infrastructure necessary to operate its business. Orion Power is also subject to risks relating to
changes in laws and regulations; the outcome of pending lawsuits, governmental proceedings and
investigations; the eÅects of competition; liquidity concerns in its markets; changes in interest rates; the
availability of adequate supplies of fuel and transportation; weather conditions; Ñnancial market conditions
and Orion Power's access to capital; the creditworthiness or Ñnancial distress of Orion Power's
counterparties; actions by rating agencies with respect to Orion Power or its competitors; political, legal,
regulatory and economic conditions and developments; the successful operation of deregulating power
markets and other items.

(c) Principles of Consolidation.

Orion Power's accounts and those of Orion Power's wholly-owned and majority-owned subsidiaries are
included in the consolidated Ñnancial statements. All signiÑcant intercompany transactions and balances
are eliminated in consolidation.

Each of Orion Power New York, LP (Orion NY), Orion Power New York LP, LLC, Orion Power
New York GP, Inc., Astoria Generating Company, L.P. (Astoria), Carr Street Generating Station, LP
(Carr Street), Erie Boulevard Hydropower, LP (Erie Boulevard), Orion Power MidWest, LP (Orion
MidWest), Orion Power MidWest LP, LLC, Orion Power MidWest GP, Inc., Twelvepole Creek, LLC
and Orion Power Capital, LLC (Orion Capital) is a separate legal entity and has its own assets.

In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation
No. 46, ""Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51,'' (FIN No. 46).
The objective of FIN No. 46 is to achieve more consistent application of consolidation policies to variable
interest entities and to improve comparability between enterprises engaged in similar activities. FIN
No. 46 states that an enterprise must consolidate a variable interest entity if the enterprise has a variable
interest that will absorb a majority of the entity's expected losses, receives a majority of the entity's
expected residual returns, or both. FIN No. 46 requires entities to either (a) record the eÅects
prospectively with a cumulative eÅect adjustment as of the date on which FIN No. 46 is Ñrst applied or
(b) restate previously issued Ñnancial statements for the years with a cumulative eÅect adjustment as of
the beginning of the Ñrst year being restated.

Orion Power adopted FIN No. 46 on January 1, 2003. FIN No. 46 did not have any impact on Orion
Power's consolidated Ñnancial statements.

F-186



ORION POWER HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

In December 2003, the FASB released FASB Interpretation No. 46 (revised December 2003)
""Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51'' (FIN No. 46R), which
replaces FIN No. 46 and modiÑed certain criteria in determining which entities should be considered as
variable interest entities. Orion Power does not believe the application of FIN No. 46R will have a
material impact to the consolidated Ñnancial statements. The application of FIN No. 46R continues to
evolve as the FASB continues to address issues submitted for consideration. Orion Power will continue to
assess the application of clariÑed or revised guidance related to FIN No. 46R.

(d) Revenues and Accounting for Hedging Activities.

Power Generation Revenues. Orion Power records gross revenue for energy sales and services related
to the electric power generation facilities under the accrual method and these revenues generally are
recognized upon delivery. Electric power and other energy services are sold at market-based prices through
existing power exchanges or through third-party contracts. Energy sales and services related to the electric
power generation facilities not billed by month-end are accrued based upon estimated energy and services
delivered. See below for the discussion of the impact of implementation of Emerging Issues Task Force
(EITF) Issue No. 03-11, ""Reporting Realized Gains and Losses on Derivative Instruments That Are
Subject to FASB Statement No. 133 and Not ""Held for Trading Purposes'' As DeÑned in EITF Issue
No. 02-03'' (EITF No. 03-11).

Hedging Activities. EÅective January 1, 2001, Orion Power adopted Statement of Financial
Accounting Standards (SFAS) No. 133, ""Accounting for Derivative Instruments and Hedging Activities,''
as amended (SFAS No. 133), which establishes accounting and reporting standards for derivative
instruments. Adoption of SFAS No. 133 on January 1, 2001 resulted in an after-tax increase in
accumulated other comprehensive loss of $33 million.

If certain conditions are met, Orion Power may designate a derivative instrument as hedging (a) the
exposure to variability in expected future cash Öows (cash Öow hedge) or (b) the exposure to changes in
the fair value of an asset or liability (fair value hedge). This statement requires that a derivative be
recognized at fair value in the balance sheet whether or not it is designated as a hedge. Derivative
commodity contracts for the physical delivery of purchase and sale quantities transacted in the normal
course of business are designated as normal purchases and sales exceptions and are not reÖected in the
consolidated balance sheets at fair value. For a derivative that is designated as a cash Öow hedge, and
depending on its eÅectiveness, changes in fair value are deferred as a component of accumulated other
comprehensive income (loss), net of applicable taxes.

Orion Power designates its derivatives as cash Öow hedges only if there is a high correlation between
price movements in the derivative and the item designated as being hedged. This correlation is measured
both at the inception of the hedge and on an ongoing basis, with an acceptable level of correlation of at
least 80% to 125% for hedge designation. The gains and losses related to derivative instruments designated
as cash Öow hedges are deferred in accumulated other comprehensive income (loss), net of tax, to the
extent the contracts are eÅective as hedges, and then are recognized in the results of operations in the
same period as the settlement of the underlying hedged transactions. Once the anticipated transaction
occurs, the accumulated deferred gain or loss recognized in accumulated other comprehensive income
(loss) is reclassiÑed and included in the consolidated statements of operations (a) prior to October 1,
2003, under the captions (i) fuel expense, in the case of hedging activities related to physical natural gas
or coal purchases, (ii) purchased power, in the case of hedging activities related to physical power
purchases, (iii) revenues, in the case of hedging activities related to physical power and natural gas sales
transactions and Ñnancial transactions and (iv) interest expense, in the case of interest rate hedging
activities and (b) eÅective October 1, 2003, under the captions (i) fuel expense, in case of hedging
activities related to physical natural gas or coal purchases and physical natural gas sales transactions that
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do not physically Öow, (ii) purchased power, in the case of hedging activities related to physical power
purchases that do physically Öow, (iii) revenues, in the case of hedging activities related to Ñnancial
transactions, physical power sales transactions, physical power purchases that do not physically Öow and
natural gas sales transactions that do physically Öow and (iv) interest expense, in the case of interest rate
hedging activities. Prior to October 1, 2003, revenues, fuel expense and purchased power related to sale
and purchase contracts designated as hedges were generally recorded on a gross basis in the delivery
period.

For a derivative not designated as a hedge, changes in fair value are recorded as unrealized gains or
losses in the results of operations. If and when correlation ceases to exist at an acceptable level, hedge
accounting ceases and changes in fair value are recognized currently in our results of operations. If it
becomes probable that a forecasted transaction will not occur, we immediately recognize the respective
deferred gains or losses in our results of operations. The associated hedging instrument is then marked to
market through our results of operations for the remainder of the contract term unless a new hedging
relationship is redesignated. Prior to October 1, 2003, revenues, fuel expense and purchased power related
to sale and purchase contracts designated as hedges were generally recorded on a gross basis in the
delivery period. In July 2003, the EITF issued EITF No. 03-11, which stated that realized gains and losses
on derivative contracts not ""held for trading purposes'' should be reported either on a net or gross basis
based on the relevant facts and circumstances. ReclassiÑcation of prior year amounts is not required. Orion
Power's sales and purchases of fuel and purchased power related to its commodity derivative activities
physically deliver and the related settlements are reported on a gross basis in the consolidated statement of
operations. Therefore, EITF No. 03-11 resulted in no change in revenues, fuel expense and purchased
power for the fourth quarter of 2003 and is believed not to have a signiÑcant impact on the presentation of
future operations. EITF No. 03-11 has no impact on margins or net income. Comparative Ñnancial
statements for prior periods have not been reclassiÑed to conform to this presentation, as it is not required.
In addition, it is not practicable to determine sales and purchases of fuel and purchased power in 2001,
2002 and the nine months ended September 30, 2003 that would have been shown net if EITF No. 03-11
had been applied to the results of operations historically.

In April 2003, the FASB issued SFAS No. 149 ""Amendment of Statement 133 on Derivative
Instruments and Hedging Activities'' (SFAS No. 149). SFAS No. 149 clariÑes when a contract with an
initial net investment meets the characteristics of a derivative and when a derivative contains a Ñnancing
component. SFAS No. 149 also amends certain existing pronouncements, which will result in more
consistent reporting of contracts as either derivative or hybrid instruments. SFAS No. 149 is eÅective for
contracts entered into or modiÑed after June 30, 2003 and for hedging relationships designated after
June 30, 2003 and should be applied prospectively. The implementation of SFAS No. 149 did not have a
material impact on the consolidated Ñnancial statements.

For additional discussion of derivative and hedging activities, see note 6.

Set-oÅ of Derivative Assets and Liabilities. Where derivative instruments are subject to a master
netting agreement and the criteria of FASB Interpretation No. 39, ""OÅsetting of Amounts Related to
Certain Contracts,'' are met, Orion Power presents its derivative assets and liabilities on a net basis in the
consolidated balance sheets. Derivative assets/liabilities and accounts receivable/payable are presented
separately in the consolidated balance sheets. The derivative assets/liabilities and accounts receiva-
ble/payable are set-oÅ separately in the consolidated balance sheets although in certain cases contracts
permit the set-oÅ of derivative assets/liabilities and accounts receivable/payable with a given counterparty.

(e) General, Administrative and Development Expenses.

The general, administrative and development expenses in the consolidated statements of operations
include (a) certain employee-related costs, (b) certain contractor costs, (c) bad debt expense,
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(d) corporate and administrative services, as provided by aÇliates (including management services,
Ñnancial and accounting, cash management and treasury support, legal, information technology system
support, oÇce management and human resources) and (e) certain beneÑt costs. See note 3 for discussion
of related party transactions.

(f) Property, Plant and Equipment and Depreciation Expense.

Property, plant and equipment is stated at cost. Cost of acquired property, plant and equipment
includes an allocation of the purchase price based on the asset's fair market value. Orion Power expenses
all repair and maintenance costs as incurred, including planned major maintenance. Depreciation is
computed using the straight-line method based on estimated useful lives commencing when assets, or
major components thereof, are either placed in service or acquired, as appropriate.

Property, plant and equipment includes the following:

December 31,Estimated Useful
Lives (Years) 2002 2003

(In millions)

Electric generation facilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10 - 50 $3,221 $3,345

Land improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20 - 50 455 455

Land ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 121 121

Assets under construction ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 98 48

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,895 3,969

Accumulated depreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (110) (240)

Property, plant and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,785 $3,729

Orion Power recorded depreciation expense of $128 million, $25 million, $110 million and
$132 million for 2001, for January 1, 2002 through February 19, 2002, February 20, 2002 through
December 31, 2002, and 2003, respectively.

Orion Power periodically evaluates property, plant and equipment for impairment when events or
changes in circumstances indicate that the carrying value of these assets may not be recoverable. The
determination of whether an impairment has occurred is based on an estimate of undiscounted cash Öows
attributable to the assets, as compared to the carrying value of the assets. A resulting impairment loss is
highly dependent on the underlying assumptions. There were no impairments recognized for 2001, for
January 1, 2002 through February 19, 2002, February 20, 2002 through December 31, 2002, and 2003. As
of December 31, 2002 and 2003, Orion Power performed impairment analyses of certain property, plant
and equipment. In addition, in November 2002 and July 2003, Orion Power performed impairment
analyses of all of its property, plant and equipment, as Orion Power believed events had indicated that
these assets may not be recoverable. Based on these analyses, no impairments were recorded.

If the wholesale energy market outlook changes negatively, Orion Power could have impairments of
property, plant and equipment in future periods. In addition, Orion Power's ongoing evaluation of the
wholesale energy business could result in decisions to mothball, retire or dispose of generation assets, any
of which could result in impairment charges.

See note 14(c) for discussion of Orion Power's Liberty Electric PA, LLC (Liberty) generating
station.
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(g) Goodwill and Amortization Expense.

Orion Power records goodwill for the excess of the purchase price over the fair value assigned to the
net assets of an acquisition. Through 2001, Orion Power amortized goodwill on a straight-line basis over
30 years. Pursuant to the adoption of SFAS No. 142, ""Goodwill and Other Intangible Assets''
(SFAS No. 142) on January 1, 2002, Orion Power discontinued amortizing goodwill. See note 5 for a
discussion regarding the adoption of SFAS No. 142. Goodwill amortization expense for 2001 was
$857,000. Amortization expense for other intangibles, excluding contractual rights and obligations, for
2001, for January 1, 2002 through February 19, 2002, February 20, 2002 through December 31, 2002, and
2003 was $9 million, $1 million, $27 million and $21 million, respectively. See also note 5.

Orion Power periodically evaluates goodwill and other intangibles when events or changes in
circumstances indicate that the carrying value of these assets may not be recoverable. EÅective January 1,
2002, goodwill and other intangibles are evaluated for impairment in accordance with SFAS No. 142 (see
note 5). In 2002 Orion Power recognized an impairment charge of $338 million (pre-tax and after-tax)
relating to goodwill. Due to the disposition of one of Reliant Resources' plants, not owned by Orion Power,
goodwill was tested for impairment eÅective July 2003. In connection with this analysis, an impairment of
$585 million (pre-tax and after-tax) was recognized. For further discussion of goodwill and other
intangible asset impairment analyses in 2002 and 2003, see note 5.

(h) Stock-Based Compensation Plans.

Orion Power applied the intrinsic value method of accounting for employee stock-based compensation
plans in accordance with Accounting Principles Board Opinion No. 25, ""Accounting for Stock Issued to
Employees'' (APB No. 25). Under the intrinsic value method, no compensation expense was recorded
when options were issued with an exercise price equal to or greater than the market price of the underlying
stock on the date of grant. Orion Power complies with the disclosure requirements of SFAS No. 123,
""Accounting for Stock-Based Compensation'' (SFAS No. 123) and SFAS No. 148, ""Accounting for
Stock-Based Compensation Ì Transition and Disclosure, an amendment to SFAS No. 123''
(SFAS No. 148) and discloses the pro forma eÅect on net income (loss) and per share amounts as if the
fair value method of accounting had been applied to all stock awards. The FASB has announced that it
plans to require all companies to expense the fair value of employee stock options in 2005. The FASB is
still evaluating ""fair value'' valuation models and other items. Orion Power no longer has stock-based
employee compensation as it is a wholly-owned subsidiary of Reliant Resources.

Orion Power Holdings granted options to acquire shares of its common stock at an exercise price less
than the market value of Orion Power Holdings' common stock. As of December 31, 2001, Orion Power
recognized deferred compensation of $5 million to be amortized over the three-year vesting period. Orion
Power recorded $2 million of compensation expense related to these options for the year ended
December 31, 2001.

If compensation costs had been determined as prescribed by SFAS No. 123, the net income (loss)
and per share amounts would have approximated the following pro forma results for 2001, which take into
account the amortization of stock-based compensation, including stock options, to expense on a straight-
line basis over the vesting periods (in thousands, except per share amounts):

Pro forma net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $86,071

Pro forma net income per common share-basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.87

Pro forma net income per common share-assuming dilutionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.83

For further information regarding the Orion Power stock-based compensation plan see note 9.
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(i) Capitalization of Interest Expense.

Interest expense is capitalized as a component of major projects under construction and is amortized
over the estimated useful lives of the assets. During 2001, for January 1, 2002 through February 19, 2002,
and February 20, 2002 through December 31, 2002 and during 2003, Orion Power capitalized interest of
$24 million, $2 million, $5 million and $0, respectively.

(j) Income Taxes.

Orion Power uses the asset and liability method of accounting for deferred income taxes and measures
deferred income taxes for all signiÑcant income tax temporary diÅerences. For additional information
regarding income taxes, see note 12.

Prior to February 20, 2002, Orion Power Ñled a consolidated federal income tax return. Orion Power's
pre-acquisition consolidated federal income tax returns have been Ñled through the tax year ending
February 19, 2002.

From February 20, 2002 through September 30, 2002, as a wholly-owned subsidiary of Reliant
Resources, Orion Power was included in the consolidated income tax returns of CenterPoint Energy, Inc.,
formerly the majority owner of Reliant Resources.

As of October 1, 2002, Orion Power is included in the consolidated income tax returns of Reliant
Resources and calculates its income tax provision on a separate return basis, whereby Reliant Resources
pays all federal income taxes on Orion Power's behalf and is entitled to any related tax savings. The
diÅerence between Orion Power's current federal income tax expense or beneÑt, as calculated on a
separate return basis, and related amounts paid or received to/from Reliant Resources, if any, are recorded
in Orion Power's Ñnancial statements as adjustments to additional paid-in capital on Orion Power's
consolidated balance sheet. See note 12 for further discussion.

(k) Cash.

Orion Power records as cash and cash equivalents all highly liquid short-term investments with
original maturities or remaining maturities at date of purchase of three months or less.

(l) Restricted Cash.

Restricted cash primarily includes cash at certain subsidiaries, the distribution or transfer of which to
Orion Power Holdings or its other subsidiaries, is restricted by Ñnancing and other agreements, but is
available to the applicable subsidiary to use to satisfy certain of its obligations. For a discussion of Orion
Power's various Ñnancing agreements, see note 7. The following table details Orion Power's current and
long-term restricted cash by reporting entity:

December 31,

2002 2003

(In millions)

Orion MidWest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 72(1) $ 64(1)

Orion NY ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 73(1) 119(1)

Orion Capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27(1) Ì(1)

Liberty Electric PA, LLCÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28(1) 15(1)

Total current and long-term restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $200 $198
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(1) The credit facilities and other debt agreements of certain of Orion Power Holdings' subsidiaries contain various covenants that

include, among others, restrictions on the payment of dividends to Orion Power Holdings unless certain conditions are satisÑed.

(m) Allowance for Doubtful Accounts.

Accounts and notes receivable, principally from customers, in the consolidated balance sheets are net
of an allowance for doubtful accounts of $2 million and $7 million at December 31, 2002 and 2003,
respectively. The net provision for doubtful accounts in the consolidated statements of operations for
February 20, 2002 through December 31, 2002, and 2003 was $1 million and $6 million, respectively.

(n) Inventory.

Inventory consists of materials and supplies, including spare parts, coal and heating oil. All inventory
is valued at the lower of average cost or market. Below is a detail of inventory:

December 31,

2002 2003

(In millions)

Materials and supplies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $32 $35

Coal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 20

Heating oil ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25 14

Total inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $61 $69

(o) Environmental Costs.

Orion Power expenses or capitalizes environmental expenditures, as appropriate, depending on their
future economic beneÑt. Amounts that relate to an existing condition caused by past operations and that
do not have future economic beneÑt are expensed. Orion Power records liabilities related to expected
future costs related to environmental assessments and/or remediation activities when they are probable and
the costs can be reasonably estimated. See note 14(a) for further discussion.

(p) Asset Retirement Obligations.

On January 1, 2003, Orion Power adopted SFAS No. 143, ""Accounting for Asset Retirement
Obligations'' (SFAS No. 143). SFAS No. 143 requires the fair value of a liability for an asset retirement
legal obligation to be recognized in the period in which it is incurred. When the liability is initially
recorded, associated costs are capitalized by increasing the carrying amount of the related long-lived asset.
Over time, the liability is accreted to its present value each period, and the capitalized cost is depreciated
over the useful life of the related asset. Prior to the adoption of SFAS No. 143, Orion Power recorded
asset retirement obligations in connection with the respective business combinations. These obligations
were recorded at their present values on the dates of acquisition. Orion Power's asset retirement obligations
primarily relate to environmental obligations related to ash site closures at Orion Power's MidWest
facilities. The impact of the adoption of SFAS No. 143 resulted in a gain of $2 million, net of tax of
$2 million, which is reÖected as a cumulative eÅect of an accounting change in the consolidated statement
of operations for 2003.

The impact of the adoption of SFAS No. 143 for Orion Power's operations resulted in a January 1,
2003 cumulative eÅect of an accounting change to record (a) a $1 million increase in the carrying values
of property, plant and equipment, (b) a $44 thousand increase in accumulated depreciation of property,
plant and equipment, (c) a $3 million decrease in asset retirement obligations and (d) a $2 million
increase in deferred income tax liabilities.
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If Orion Power had adopted SFAS No. 143 on January 1, 2001, the impact would have been
immaterial to consolidated net income (loss) for 2001, for January 1, 2002 through February 19, 2002 and
February 20, 2002 through December 31, 2002.

The following table presents the detail of the asset retirement obligations, which are included in other
long-term liabilities in the consolidated balance sheet (in thousands):

Balance at January 1, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,951

Accretion expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 116

Additions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60

Balance at December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,127

(q) Deferred Financing Costs.

Deferred Ñnancing costs are costs incurred in connection with obtaining Ñnancings. These costs are
deferred and amortized, using the straight-line method, which approximates the eÅective interest method,
over the life of the related debt. From October 29, 2002 through December 31, 2003, Orion Power had
incurred approximately $29 million in Ñnancing costs related to its 2002 reÑnancing. Orion Power
capitalized $28 million and directly expensed $1 million in fees and other costs related to this reÑnancing.

During 2001, for January 1, 2002 through February 19, 2002, February 20, 2002 through
December 31, 2002 and 2003, Orion Power amortized $16 million, $3 million, $1 million and $10 million
of deferred Ñnancing costs to interest expense. As of December 31, 2002 and 2003, $26 million and
$17 million, respectively, of net deferred Ñnancing costs were classiÑed in other long-term assets in the
consolidated balance sheets. See note 7 for discussion of Orion Power's various Ñnancing agreements.

(r) Customer Concentration.

The following tables represent customers who contributed in excess of 10% of the consolidated
revenues for 2001, for January 1, 2002 through February 19, 2002, February 20, 2002 through
December 31, 2002 and 2003 (in millions, except percentages):

Former Orion

Year Ended January 1, 2002 through
December 31, 2001 February 19, 2002

Percentage of Percentage of
Customer Revenue Total Revenue Revenue Total Revenue

New York Independent System Operator
(NYISO) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $567 48% $53 43%

Duquesne Light Company ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 406 34% 53 43%

Niagara Mohawk Corporation (Niagara
Mohawk) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 13 11%

Current Orion

February 20, 2002 through Year Ended
December 31, 2002 December 31, 2003

Percentage of Percentage of
Customer Revenue Total Revenue Revenue Total Revenue

NYISO ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $447 44% $557 46%

Duquesne Light Company ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 363 36% 391 32%

Niagara Mohawk ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 99 10% 123 10%
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The following table represents accounts receivable balances in excess of 10% of the total consolidated
accounts receivable balance and the related percentages as of December 31, 2002 and 2003 (in millions,
except percentages):

December 31, 2002 December 31, 2003

Accounts Accounts
Receivable Percentage of Total Receivable Percentage of Total

Customer Balance Accounts Receivable Balance Accounts Receivable

Duquesne Light Company ÏÏÏÏÏÏÏ $62 55% $54 48%

NYISOÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 27% 36 32%

Niagara MohawkÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 12 11%

(s) Prepaid Insurance and Property Taxes.

Prepaid insurance and property taxes are costs paid in advance (but paid when due in the ordinary
course of business) for insurance and property taxes. These costs are deferred and amortized, using the
straight-line method, over the service period for which the prepayment pertains.

(t) Guarantees and IndemniÑcations.

In November 2002, the FASB issued FASB Interpretation No. 45, ""Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Direct Guarantees of Indebtedness of Others,'' (FIN
No. 45) which increases the disclosure requirements for a guarantor in its interim and annual Ñnancial
statements about its obligations under certain guarantees that it has issued. It also requires a guarantor to
recognize, at the inception of a guarantee issued after December 31, 2002, a liability for the fair value of
the obligation undertaken in issuing the guarantee, including its ongoing obligation to stand ready to
perform over the term of the guarantee in the event that speciÑed triggering events or conditions occur.
Orion Power adopted the reporting requirements of FIN No. 45 on January 1, 2003. The adoption of FIN
No. 45 had no impact to Orion Power's historical Ñnancial statements, as existing guarantees are not
subject to the measurement provisions. The adoption of FIN No. 45 did not have a material impact on the
consolidated Ñnancial position or results of operations as of and for the year ended December 31, 2003 as
the fair value of guarantees issued after December 31, 2002 was nominal on the date on which the
guarantee was issued. See note 13(e).

(u) Disclosures about Pensions and Other Postretirement BeneÑts.

In December 2003, the FASB issued a revision to SFAS No. 132, ""Employers' Disclosures About
Pensions and Other Postretirement BeneÑts Ì An Amendment of FASB Statements No. 87, 88 and 106''
(SFAS No. 132 (Revised 2003)). This statement revises employers' disclosures about pension plans and
other postretirement beneÑt plans. This statement retains the disclosure requirements contained in
SFAS No. 132, ""Employers' Disclosures about Pensions and Other Postretirement BeneÑts''
(SFAS No. 132), which it replaces. It requires additional disclosures to those in the original
SFAS No. 132 about the assets, obligations, cash Öows and net periodic beneÑt cost of deÑned beneÑt
pension plans and other deÑned beneÑt postretirement plans. Orion Power adopted these additional
disclosures. See note 11.

(v) New Accounting Pronouncements.

As of February 20, 2004, no standard setting body or authoritative body has established new
accounting pronouncements or changes to existing accounting pronouncements that would have a material
impact to Orion Power's results of operations, Ñnancial position or cash Öows, for which Orion Power had
not already adopted and/or disclosed elsewhere in these notes.
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(3) Related Party Transactions

The consolidated Ñnancial statements include signiÑcant transactions between Orion Power and
Reliant Resources and its other subsidiaries. The majority of these transactions involve the purchase or
sale of energy, capacity, ancillary services, fuel, emissions allowances or related derivatives or services
(including transportation, transmission and storage services) by Reliant Energy Services, Inc. (Reliant
Energy Services), a wholly-owned subsidiary of Reliant Resources, from or to Orion Power. The following
describes related party agreements and transactions:

Support Services Agreement. On October 28, 2002, Orion Power entered into a services arrangement
with Reliant Energy Wholesale Service Company (REWSC), a wholly-owned subsidiary of Reliant
Resources. REWSC allocates certain support services costs to Orion Power based on Orion Power's direct
labor costs relative to the direct labor costs of other entities to which REWSC provides similar services.
Management believes this method of allocation is reasonable. These allocations are not necessarily
indicative of what would have been incurred had Orion Power been an unaÇliated entity. Orion MidWest
and Orion NY may only pay a Ñxed amount for certain of these services due to contractual restrictions.
The excess of the allocated amount over the Ñxed amount has been recorded as a non-cash equity
contribution to Orion Power from Reliant Resources. REWSC billed Orion MidWest and Orion NY
approximately $3 million collectively, which was included in general, administrative and development
expense for the period from October 28, 2002 through December 31, 2002. In 2003, the amount of support
services costs allocated to Orion Power on this basis by REWSC was $84 million, of which $14 million
was billed to Orion Power and $70 million was recorded as a non-cash equity contribution from Reliant
Resources.

Services Agreements. On October 28, 2002, Orion Power entered into an agreement with Reliant
Energy Services to provide support services to Orion Power Holdings' subsidiaries, Orion MidWest and
Orion NY, and their respective subsidiaries. Under the support services agreement, Reliant Energy
Services will assist the subsidiaries with the following: the sale and purchase of energy related products;
the purchase and sale of electric transmission service; the sale and purchase of fuel related products and
the sale of allowances for air emissions credits, in connection with the operation of the Orion MidWest
and Orion NY electric generating facilities. In addition, Reliant Energy Services will assist in the
administration and management of the energy and fuel related products such as scheduling and dispatch of
energy related products and scheduling and nomination of fuel related products. These arrangements are
provided for a Öat monthly fee payable to Reliant Energy Services, plus out-of-pocket costs and expenses
and will continue until 60 days after the Ñnal maturity date of the Orion MidWest and Orion NY credit
agreements which mature in October 2005. From February 20, 2002 through October 27, 2002, these
services were provided under a previous agreement entered into at the time of the Merger. Purchases from
Reliant Energy Services, recorded in fuel expense and purchased power expense, were $99 million and
$43 million and $145 million and $25 million for February 20, 2002 through December 31, 2002, and
2003, respectively. Sales to Reliant Energy Services, recorded in revenue, were $20 million and $33 million
and for February 20, 2002 through December 31, 2002 and 2003, respectively.

Technical Services Arrangement. As of July 1, 2002, REWSC agreed to provide personnel and
technical services as required to the operating services subsidiaries of Orion Power Holdings under an
informal agreement. These services assure that facilities are properly operated and maintained. Amounts
incurred under this agreement for February 20, 2002 through December 31, 2002 and 2003 were
approximately $3 million and $6 million, respectively, and were included in operations and maintenance
expense.

Liberty Station Agency Letter Agreement. EÅective February 19, 2002, Liberty Electric Power, LLC
(LEP) entered into an agency agreement with Reliant Energy Services wherein, Reliant Energy Services
will act as an agent in certain transactions (purchase of station energy, scheduling and dispatching
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services) with PJM Interconnection, LLC (PJM) on behalf of LEP. This agreement provides for
reimbursement to Reliant Energy Services of amounts paid to PJM on behalf of LEP. The agreement may
be terminated by either party upon 10 days written notice. Amounts incurred under this agreement for
February 20, 2002 through December 31, 2002 and 2003 were approximately $0 and $1 million,
respectively, and were included in operations and maintenance expense. Although this agreement is still in
place, there are no longer transactions entered into under it. Transactions are now conducted under the
Liberty energy services agreement and gas purchase agreement, as described below.

Liberty Energy Services Agreement and Gas Purchase Agreement. On August 20, 2003, LEP entered
into an agreement with Reliant Energy Services to provide the following services to LEP: dispatching of
the Liberty station; coordination with PJM; bidding of all energy related products from the Liberty station
into PJM on behalf of LEP; and fuel scheduling, coordination with fuel transporters and management of
any balancing agreements. Reliant Energy Services receives a Öat monthly fee from LEP for providing
these services in the amount of $0.1 million. The agreement had an initial term of 60 days and has been
extended on a month-to-month basis. Amounts incurred in 2003 under this agreement were $0.4 million.
In addition, on August 20, 2003, LEP and Reliant Energy Services entered into a Base Contract for Sale
and Purchase of Natural Gas pursuant to which LEP buys natural gas from Reliant Energy Services.
Liberty is required to pre-pay Reliant Energy Services at least monthly for all gas purchases. The contract
had an initial term of 60 days and has been extended on a month-to-month basis. Amounts incurred under
this agreement in 2003 were $20 million.

Other. From February 20, 2002 through December 31, 2002 and during 2003, Reliant Resources
made net equity contributions to Orion Power totaling $189 million and $81 million, respectively. For
February 20, 2002 through December 31, 2002, the contributions were primarily to fund the redemption of
the convertible senior notes, federal income taxes, working capital and interest on the senior notes, partially
oÅset by a deemed distribution related to current federal income taxes of $73 million (see note 2(j)). For
2003, the net contributions were primarily composed of funding interest on the senior notes and support
services allocations from REWSC, partially oÅset by deemed distributions related to current federal
income taxes.

In May 2003 and November 2003, Reliant Resources contributed $15 million and $20 million,
respectively, to Orion Power, as a partial funding of the semi-annual interest payment of $24 million on
the senior notes due in each of May 2003 and November 2003. While Reliant Resources has no
obligation, it intends to contribute any funding shortfall for the semi-annual interest payments due in May
2004 and November 2004 should Orion Power Holdings' funds be insuÇcient. See note 7.

(4) Business Acquisitions

Acquisition by Reliant Resources.

In February 2002, Reliant Resources acquired all of Orion Power's outstanding shares of common
stock for an aggregate purchase price of $2.9 billion. Reliant Resources funded the acquisition with a
$2.9 billion credit facility and $41 million of cash on hand.

Reliant Resources accounted for the acquisition as a purchase with assets and liabilities reÖected at
their estimated fair values. The excess of the purchase price over the fair value of net assets acquired was
recorded as goodwill for $1.3 billion. The fair value adjustments have been pushed down to Orion Power
from Reliant Resources and primarily included adjustments in property, plant and equipment, goodwill,
contractual rights and obligations, severance liabilities, debt, unrecognized pension and postretirement
beneÑts liabilities and related deferred taxes. These fair value adjustments were Ñnalized in February 2003,
based on Ñnal valuations of property, plant and equipment, intangible assets and other assets and
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obligations. There were no additional material modiÑcations to the preliminary adjustments from
December 31, 2002.

Reliant Resources' net purchase price allocated to Orion Power's book value was as follows, in
millions:

Purchase Price
Allocation

Current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 636

Property, plant and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,823

Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,324

Other intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 477

Other long-term assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103

Total assets acquiredÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,363

Current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,777)

Current contractual obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (29)

Long-term contractual obligationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (86)

Long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,006)

Other long-term liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (501)

Total liabilities assumed ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,399)

Net assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,964

Adjustments to property, plant and equipment and other intangibles, excluding contractual rights, are
based primarily on valuation reports prepared by independent appraisers and consultants.

The following factors contributed to the recognized goodwill of $1.3 billion: commercialization value
attributable to Reliant Resources' trading capabilities, commercialization and synergy value associated with
fuel procurement in conjunction with Reliant Resources' existing generating plants in the region, Reliant
Resources' entry into the New York power market, general and administrative cost synergies with Reliant
Resources' existing PJM power market generating assets, and Reliant Resources' risk diversiÑcation value
due to increased scale, fuel supply mix and the nature of the acquired assets. Of the resulting goodwill,
only $105 million was deductible for United States income tax purposes. See note 5 for a discussion of the
subsequent goodwill impairment in 2003.

The components of other intangible assets and the related weighted average amortization period
consist of the following, as of the acquisition date:

Weighted Average
Purchase Price Amortization

Allocation Period (Years)

(In millions)

Air emission regulatory allowancesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $314 38

Contractual rightsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 106 8

Federal Energy Regulatory Commission (FERC) licenses ÏÏÏÏÏÏ 57 38

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $477

There was no allocation of purchase price to any intangible assets that are not subject to amortization.
See note 5 for further discussion of goodwill and intangible assets.
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The following table presents selected Ñnancial information and unaudited pro forma information for
2001 and 2002, as if the acquisition had occurred on January 1, 2001 and 2002, as applicable:

Year Ended January 1, 2002 through
December 31, 2001 February 19, 2002

As Reported Pro forma As Reported Pro forma

(In millions)

RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,190 $1,168 $122 $107

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 101 104 (52) (56)

These unaudited pro forma results, based on assumptions deemed appropriate, have been prepared for
informational purposes only and are not necessarily indicative of the amounts that would have resulted if
the acquisition by Reliant Resources had occurred on January 1, 2001 and 2002, as applicable. Purchase-
related adjustments to the results of operations include the eÅects on revenues, fuel expense, depreciation
and amortization, interest expense, interest income and income taxes. Adjustments that aÅected revenues
and fuel expense were a result of the amortization of contractual rights and obligations relating to the
applicable power and fuel contracts that were in existence at January 1, 2001 and 2002, as applicable.
Such amortization included in the pro forma results above was based on the value of the contractual rights
and obligations at February 19, 2002. The amounts applicable to 2002 were retroactively applied to
January 1, 2002 through February 19, 2002 to arrive at the pro forma eÅect on that period. The unaudited
pro forma Ñnancial information presented above reÖects the acquisition by Reliant Resources in
accordance with SFAS No. 141, ""Business Combinations'' and SFAS No. 142. See notes 2(g) and 5.

Former Orion Acquisition.

The acquisition described below occurred prior to the Merger with Reliant Resources and amounts
described may have been adjusted as a result of the Merger discussed above or are no longer applicable.

Competitive Power Ventures Ì Atlantic.

In October 2001, Orion Power purchased one combined-cycle power project located in Florida from
Competitive Power Ventures Holdings, LLC, a subsidiary of Competitive Power Ventures, Inc., for
approximately $26 million in cash (Atlantic Project). This was a 250 megawatt development project
located near Palm Beach with substantial expansion capability. During 2002, as a result of the acquisition
by Reliant Resources, Orion Power decided to cancel the 250 megawatt Atlantic Project because of capital
market and economic considerations.

The acquisition was recorded under the purchase method of accounting. The purchase price was
allocated to assets acquired and liabilities assumed based on the estimated fair market value at the date of
acquisition. The allocation of the purchase price is as follows:

Purchase Price
Allocation

(In millions)

Current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 5

Property, plant and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21

Net assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $26

(5) Goodwill and Intangibles

In July 2001, the FASB issued SFAS No. 142, which states that goodwill and certain intangibles with
indeÑnite lives will not be amortized into results of operations, but instead will be reviewed periodically for
impairment and charged to results of operations in periods in which the recorded value of goodwill and
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certain intangibles with indeÑnite lives exceeds their fair values. Orion Power adopted the provisions of the
statement, which apply to goodwill and intangible assets acquired prior to June 30, 2001 on January 1,
2002, and thus Orion Power discontinued amortizing goodwill into its results of operations. A reconciliation
of 2001 reported net income and earnings per share to the amounts adjusted for the exclusion of goodwill
amortization with a comparison to 2002 and 2003 follows:

Former Orion Current Orion

Year Ended January 1, 2002 February 20, 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

(In millions)

Reported net income (loss) ÏÏÏÏÏÏÏÏ $ 101 $(52) $(257) $(556)

Add: Goodwill amortization, net of
tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 Ì Ì Ì

Adjusted net income (loss) ÏÏÏÏÏÏÏÏ $ 102 $(52) $(257) $(556)

Adjusted basic and diluted earnings
per share(1):

Basic EPSÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1.02

Diluted EPSÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.97

(1) Earnings per share were not aÅected by the exclusion of goodwill amortization due to the immaterial nature of the amount in

2001. As of the Merger date all the shares were purchased by Reliant Resources as such, no earnings per share data is presented

subsequent to the Merger date.

Intangibles. Other intangible assets consist of the following:

December 31, 2002 December 31, 2003Weighted Average
Amortization Carrying Accumulated Carrying Accumulated

Period (Years) Amount Amortization Amount Amortization

(In millions)

Air emissions regulatory allowances 38 $325 $(26) $ 375 $ (46)

Contractual rights ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8 106 (26) 105 (54)

FERC licenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38 57 (1) 57 (3)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $488 $(53) $ 537 $(103)

Orion Power's measurement of the fair value of other intangibles, except contractual rights, was
determined by Orion Power with the assistance of an independent third party appraiser based on a
weighted average approach considering both an income approach, using future discounted cash Öows, and a
market approach, using acquisition multiples, including price per megawatt, based on publicly available
data for recently completed transactions.

Orion Power recognizes speciÑcally identiÑable intangibles, including air emissions regulatory
allowances it has been issued or those it is entitled to be allocated during the remaining useful lives of the
plants, contractual rights and obligations and FERC licenses for its hydroelectric plants, when speciÑc
rights and contracts are acquired. Orion Power amortizes air emissions regulatory allowances on a units-of-
production basis as utilized. The amortization of other intangibles, including FERC licenses, but excluding
contractual rights, are recorded on a straight-line basis over the lesser of their contractual or estimated
useful lives. Orion Power has no intangible assets, other than goodwill, with indeÑnite lives recorded as of
December 31, 2003. Therefore, all intangibles, except goodwill, are subject to amortization.
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Estimated amortization expense, excluding contractual rights and obligations (see below), for the next
Ñve years is as follows (in millions):

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $36

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19

2006ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15

2007ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13

2008ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $94

In connection with the Merger, Orion Power recorded the fair value of certain fuel and power
contracts acquired. Orion Power estimated the fair value of the contracts using forward pricing curves as of
the acquisition date over the life of each contract. Those contracts with positive fair value at the date of
acquisition (contractual rights) were recorded to intangible assets and those contracts with negative fair
values at the date of acquisition (contractual obligations) were recorded to other long-term liabilities in
the consolidated balance sheet.

Contractual rights and contractual obligations are amortized to fuel expense and revenues, as
applicable, based on the estimated realization of the fair value established on the acquisition date over the
contractual lives. There may be times during the life of the contract when accumulated amortization
exceeds the carrying value of the recorded assets or liabilities due to the timing of realizing the fair value
established on the acquisition date.

Orion Power amortized $26 million and $29 million of contractual rights and contractual obligations,
respectively, for a net amount of $3 million, for February 20, 2002 through December 31, 2002. Orion
Power amortized $28 million and $33 million of contractual rights and contractual obligations, respectively,
for a net amount of $5 million during 2003. Estimated amortization of contractual rights and contractual
obligations, excluding Liberty's terminated tolling agreement (see notes 7(a) and 14(c)), for the next Ñve
years is as follows:

Contractual Contractual Net Increase
Rights Obligations in Income

(In millions)

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17 $(31) $14

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (9) 9

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (3) 3

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (1) 1

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (1) 1

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17 $(45) $28
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Goodwill. The following table shows the composition of goodwill for January 1, 2002 through
February 19, 2002, February 20, 2002 through December 31, 2002 and 2003:

Former Orion Current Orion

January 1, 2003 February 20, 2002 Year Ended
through through December 31,

February 19, 2002 December 31, 2002 2003

(In millions) (In millions)

Beginning balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $102 $1,324 $ 986

Impairment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (338) (585)

Other(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (6)

Ending balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $102 $ 986 $ 395

(1) Fair value adjustments related to the Merger were Ñnalized in February 2003. See note 4.

As of December 31, 2002 and 2003, Orion Power had $105 million and $95 million, respectively, of
net goodwill recorded in the consolidated balance sheets that is deductible for United States income tax
purposes for future periods.

SFAS No. 142 requires goodwill to be tested at least annually and more frequently in certain
circumstances. The date of Orion Power's annual impairment test was November 1 for 2002 and 2003. A
goodwill impairment test is performed in two steps. The initial step is designed to identify potential
goodwill impairment by comparing an estimate of the fair value of the applicable reporting unit to its
carrying value, including goodwill. If the carrying value exceeds the fair value, a second step is performed,
which compares the implied fair value of the applicable reporting unit's goodwill to the carrying amount of
that goodwill, to measure the amount of the goodwill impairment, if any.

2002 Annual Goodwill Impairment Test. Orion Power performed an annual impairment test in 2002
eÅective November 1, 2002. Based on the fair values determined by management, with the assistance of
an independent appraiser, Orion Power recorded an impairment of $338 million in the fourth quarter of
2002. The circumstances leading to the impairment include: a decline in recent acquisition multiples (price
per megawatt) for comparable assets sold due to a signiÑcant increase in the number of assets held for
sale across the market as energy companies attempt to address capital and liquidity concerns; the
constrained development of eÇcient unregulated markets in which we operate due to regulatory, capital
and liquidity concerns; weaker prices for electric energy, capacity and ancillary services; and market
contraction.

July 2003 Goodwill Impairment Test. On July 9, 2003, Reliant Resources entered into a deÑnitive
agreement to sell a power generation plant, Desert Basin. The sale closed in October 2003. Orion Power
did not own the plant. As a result of the sale, Reliant Resources was required to allocate a portion of the
goodwill in the wholesale energy reporting unit to the Desert Basin plant operations on a relative fair value
basis as of July 2003 in order to compute the gain or loss on disposal. Reliant Resources was also required
to test the recoverability of goodwill in the remaining wholesale energy reporting unit as of July 2003.

As a result of the July 2003 test, Orion Power recognized an impairment of $585 million (pre-tax and
after-tax) in the third quarter of 2003. This impairment was due to a decrease in the estimated fair value
of Orion Power. This change in fair value was primarily due to: reduced projected commercialization
opportunities related to its power generation assets; lower projected regulatory capacity values due to the
lack of development of appropriate market structures and a lower outlook for revenues from existing
regulatory capacity markets; reduced long-term margins from its existing portfolio as a result of lowering
the estimates of the margins required to induce new capacity to enter the markets; lower market and
comparable public company values data; and the level of working capital; partially oÅset by reductions in
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Orion Power's projected commercial, operational and support groups costs and lower projected operations
and maintenance expense.

2003 Annual Goodwill Impairment Tests. Orion Power performed its annual goodwill impairment
test eÅective November 1, 2003 and determined that no additional impairments of goodwill had occurred
since July 2003.

Estimation of Fair Value. Orion Power estimates reporting unit fair value based on a number of
subjective factors, including: (a) appropriate weighting of valuation approaches (income approach, market
approach and comparable public company approach), (b) projections about future power generation
margins, (c) estimates of future cost structure, (d) discount rates for Orion Power's estimated cash Öows,
(e) selection of peer group companies for the public company approach, (f) required level of working
capital, (g) assumed terminal value and (h) time horizon of cash Öow forecasts.

The income approach used in the analyses is a discounted cash Öow analysis based on Orion Power's
internal forecasts and contains numerous assumptions made by management and the independent
appraiser, any of which if changed could signiÑcantly aÅect the outcome of the analyses. Orion Power
believes the income approach is the most subjective of the approaches.

Management has determined the fair value of Orion Power, with the assistance of an independent
appraiser. In determining the fair value of Orion Power in 2003, the following key assumptions were made:
(a) the markets in which Orion Power operates will continue to be deregulated; (b) demand for electricity
will grow, which will result in lower reserve margins; (c) there will be a recovery in electricity margins
over time to a level suÇcient such that companies building new generation facilities can earn a reasonable
rate of return on their investment and (d) the economics of future construction of new generation facilities
will likely be driven by regulated utilities. As part of this process, all of Orion Power's power generation
facilities and those of others in the regions in which Orion Power operates were modeled. The following
table summarizes certain of these signiÑcant assumptions:

November July November
2002 2003 2003

Number of years used in internal cash Öow analysis ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 15 15

EBITDA multiple for terminal values ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.5 7.5 7.5

Risk-adjusted discount rate for estimated cash Öows ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.0% 9.0% 9.0%

Average anticipated growth rate for demand in power(1) ÏÏÏÏÏÏÏÏÏÏ 2.0% 2.0% 2.0%

After-tax return on investment for new investment(2) ÏÏÏÏÏÏÏÏÏÏÏÏ 9.0% 7.5% 7.5%

(1) Depending on the region, the speciÑc rate is projected to be somewhat higher or lower.

(2) Based on the assumption in 2003 that regulated utilities will be the primary drivers underlying the construction of new

generation facilities, Orion Power has assumed that the after-tax return on investment will yield a return representative of a

regulated utility's cost of capital (7.5%) rather than that of an independent power producer (9.0%). Based on changes in

assumed market conditions, including regulatory rules, Orion Power has changed the projected time horizon for substantially

achieving the after-tax return on investment to 2008-2012 (depending on region). Formerly, Orion Power had assumed that the

time horizon for substantially achieving this rate of return was 2006-2010.

Potential Future Impairments of Goodwill. Because Orion Power recognized a goodwill impairment
in 2003, in the near future, if actual results of operations are worse than projected or Orion Power's
market outlook changes negatively, Orion Power could have additional impairments of goodwill that would
need to be recognized. In addition, ongoing evaluations of the wholesale energy business could result in
decisions to mothball, retire or dispose of additional generation assets, any of which could result in
additional impairment charges related to goodwill, impact Orion Power's Ñxed assets' depreciable lives or
result in Ñxed asset impairment charges.
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(6) Derivative Instruments

Orion Power is exposed to various market risks. These risks arise from the ownership of assets and
operation of the business.  To the extent permitted by the Orion MidWest and Orion NY credit
agreements, Orion Power utilizes derivative instruments such as futures, physical forward contracts and
swaps to mitigate the impact of changes in electricity, natural gas and fuel prices on Orion Power's
operating results and cash Öows. Orion Power utilizes interest rate swaps to mitigate the impact of changes
in interest rates and other Ñnancial instruments to manage various other market risks.

Reliant Resources has a risk control framework, which Orion Power is subject to, designed to 
monitor, measure and deÑne appropriate transactions to hedge and manage the risk in its existing portfolio
of assets and contracts and to authorize new transactions. These risks fall into three diÅerent categories:
market risk, credit risk and operational risk. Orion Power believes that it has eÅective procedures for
evaluating and managing these risks to which it is exposed. Key risk control activities include deÑnition of
appropriate transactions for hedging, credit review and approval, credit and performance risk measurement
and monitoring, validation of transactions, portfolio valuation and daily portfolio reporting including mark-
to-market valuation, value-at-risk and other risk measurement metrics. Orion Power seeks to monitor and
control its risk exposures through a variety of separate but complementary processes and committees,
which involve business unit management, senior management and Reliant Resources' board of directors. 

Derivatives primarily used by Orion Power are described below:

‚ Futures contracts are exchange-traded standardized commitments to purchase or sell an energy
commodity or Ñnancial instrument, or to make a cash settlement, at a speciÑc price and future
date.

‚ Physical forward contracts are commitments to purchase or sell energy commodities in the future.

‚ Swap agreements require payments to or from counterparties based upon the diÅerential between a
Ñxed price and variable index price (Ñxed price swap) or two variable index prices (variable price
swap) for a predetermined contractual notional amount. The respective index may be an exchange
quotation or an industry pricing publication.

‚ Option contracts convey the right to buy or sell an energy commodity or a Ñnancial instrument at a
predetermined price or settlement of the diÅerential between a Ñxed price and a variable index
price or two variable index prices.

F-203



ORION POWER HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Derivative assets and liabilities at December 31, 2002 and 2003 are as follows:

Assets Liabilities Net Assets
Current Long-Term Current Long-Term (Liabilities)

(In millions)

December 31, 2002:

Derivative activities:

Cash Öow hedges Ì oÅset to
accumulated other comprehensive
income (loss):

Commodity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 4 $ 6 $ (3) $ Ì $ 7

InterestÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (21) (26) (47)

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 6 (24) (26) (40)

Derivatives marked to market through
earnings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 1 (1) (1) 4

Total derivative assets and
liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 9 $ 7 $(25) $(27) $(36)

December 31, 2003:

Derivative activities:

Cash Öow hedges Ì oÅset to
accumulated other comprehensive
income (loss):

Commodity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17 $10 $ Ì $ Ì $ 27

InterestÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (18) (17) (35)

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17 10 (18) (17) (8)

Derivatives marked to market through
earnings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6 2 (1) Ì 7

Total derivative assets and
liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $23 $12 $(19) $(17) $ (1)

(a) Derivative Activities.

To reduce the risk from market Öuctuations in the results of operations and the resulting cash Öows,
Orion Power may enter into energy derivatives in order to hedge some expected purchases of electric
power, natural gas and other commodities and sales of electric power (energy derivatives) to the extent
permitted by the Orion MidWest and Orion NY credit agreements. The energy derivative portfolios are
managed to complement the Orion Power asset portfolio, reducing overall risks.

The fair values of Orion Power's derivative activities as of December 31, 2002 and 2003, are
determined by (a) prices actively quoted, (b) prices provided by other external sources or (c) prices based
on models and other valuation methods.

Cash Öow hedge ineÅectiveness for 2001, for January 1, 2002 through February 19, 2002,
February 20, 2002 through December 31, 2002 and 2003 was immaterial. In addition, no component of the
derivative instruments' gain or loss was excluded from the assessment of eÅectiveness for January 1, 2002
through February 19, 2002,  February 20, 2002 through December 31, 2002 and 2003.
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Below is a reconciliation of Orion Power's net derivative assets (liabilities) to accumulated other
comprehensive income (loss), net of tax, as of December 31, 2002 and 2003:

As of
December 31,

2002 2003

(In millions)

Net derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(36) $(1)

Derivatives not designated as cash Öow hedges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4) (7)

Deferred tax assets attributable to accumulated other comprehensive loss on cash
Öow hedgesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17 3

Accumulated other comprehensive loss from derivative instruments, net of tax(1) $(23) $(5)

(1) As of December 31, 2003, Orion Power expects $1 million of accumulated other comprehensive loss to be reclassiÑed into the

results of operations during 2004.

As of December 31, 2002 and 2003, the maximum length of time Orion Power is hedging its exposure
to the variability in future cash Öows for forecasted transactions, excluding the payment of variable interest
on existing Ñnancial instruments, is three years and two years, respectively. As of December 31, 2002 and
2003, the maximum length of time Orion Power is hedging its exposure to the payment of variable interest
rates is seven years and six years, respectively.

For a discussion of Orion Power's interest rate derivative instruments designated as cash Öow hedges,
see note 7(b).

(b) Credit Risk.

Credit risk is inherent in Orion Power's commercial activities and relates to the risk of loss resulting
from non-performance of contractual obligations by a counterparty. Reliant Resources has broad credit
policies and parameters, to which Orion Power is subject. Orion Power seeks to enter into contracts that
permit it to net receivables and payables with a given counterparty. Orion Power also enters into contracts
that enable it to obtain collateral from a counterparty as well as to terminate upon occurrence of certain
events of default. The credit risk control organization establishes counterparty credit limits. Reliant
Resources employs tiered levels of approval authority for counterparty credit limits, with authority
increasing from the credit risk control organization through senior management. Credit risk exposure is
monitored daily and the Ñnancial condition of Orion Power's counterparties is reviewed periodically.

If any of Orion Power's counterparties failed to perform, Orion Power might be forced to acquire
alternative hedging arrangements or be required to replace the underlying commitment at then-current
market prices. In this event, Orion Power might incur additional losses in addition to amounts owed to us
by the counterparty. For information regarding the tolling agreement related to Liberty, see note 14(c).

For counterparties representing greater than 10% of Orion Power's total credit exposure, see note 2(r).
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(7) Credit Facilities, Notes and Other Debt

The following table presents the debt outstanding to third parties as of December 31, 2002 and 2003:

December 31,

2002 2003

Weighted Average Weighted Average
Stated Interest Stated Interest

Rate(1) Long-Term Current(2) Rate(1) Long-Term Current(2)

(In millions, except interest rates)

Banking or Credit Facilities
and Notes

Orion Power Holdings senior
notesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.00% $ 400 $ Ì 12.00% $ 400 $ Ì

Orion MidWest and Orion
NY term loans ÏÏÏÏÏÏÏÏÏ 3.96 1,211 109 3.93 1,093 125

Orion MidWest revolving
working capital facility ÏÏÏ 3.92 Ì 51 Ì Ì Ì

Orion NY revolving working
capital facility ÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì

Liberty credit agreement:

Floating rate debt ÏÏÏÏÏÏÏ 3.02 Ì 103(3) 2.40 Ì 97(3)

Fixed rate debt ÏÏÏÏÏÏÏÏÏ 9.02 Ì 165(3) 9.02 Ì 165(3)

Other

Adjustment to fair value of
debt(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 66 8 Ì 58 8

Adjustment to fair value of
interest rate swaps(4) ÏÏÏ Ì 46 18 Ì 34 13

Capital lease ÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.20 1 Ì 6.20 1 Ì

Total debt ÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,724 $454 $1,586 $408

(1) The weighted average stated interest rate is for borrowings outstanding as of December 31, 2002 or 2003, as applicable.

(2) Includes amounts due within one year of the date noted, as well as loans outstanding under revolving and working capital

facilities classiÑed as current liabilities.

(3) The entire balance outstanding under this credit agreement has been classiÑed as current as of December 31, 2002 and 2003.

Included in the outstanding amount as of December 31, 2003, is $2 million and $2 million of scheduled principal payments,

which were due in October 2003 and January 2004, respectively, for which no payment has been made. As interest payments

due in October 2003 and January 2004 were deferred, additional interest will be charged on the past due interest amounts. Of

the amount shown as current under the Liberty credit agreement, $11 million matures within 12 months of December 31, 2003.

See below and note 14(c) for further discussion.

(4) As a result of the Merger, debt and interest rate swaps were adjusted to fair market value as of the acquisition date. Included in

the adjustment to fair value of debt is $74 million and $66 million related to the Orion Power Holdings senior notes as of

December 31, 2002 and 2003, respectively. Included in the adjustment to fair value of interest rate swaps is $42 million and

$22 million related to the Orion MidWest and Orion NY credit facilities, respectively, as of December 31, 2002. Included in the

adjustment to fair value of interest rate swaps is $28 million and $19 million related to the Orion MidWest and Orion NY credit

facilities, respectively, as of December 31, 2003. Included in interest expense is amortization of $5 million and $8 million for

valuation adjustments for debt and $25 million and $17 million for valuation adjustments for interest rate swaps, respectively, for

2002 and 2003, respectively. These valuation adjustments are being amortized over the respective remaining terms of the related

Ñnancial instruments.

Restricted Net Assets of Subsidiaries. Certain of Orion Power Holdings' subsidiaries have eÅective
restrictions on their ability to pay dividends or make intercompany loans and advances pursuant to their
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Ñnancing arrangements. The amount of restricted net assets of Orion Power Holdings' subsidiaries as of
December 31, 2003 are approximately $2.7 billion. Such restrictions are on the net assets of Orion Capital,
Liberty and LEP. Orion MidWest and Orion NY are indirect wholly-owned subsidiaries of Orion Capital.

Maturities. As of December 31, 2003, maturities of all facilities and other debt were as follows (in
millions):

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 136(1)

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,102(1)

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10(1)

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10(1)

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11(1)

2009 and thereafterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 612(1)

Subtotal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,881

Other items included in debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 113

Total debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,994

(1) Included in the amounts for years 2004, 2005, 2006, 2007, 2008 and 2009 and thereafter are $11 million, $9 million, $10 million,

$10 million, $11 million and $211 million, respectively, related to the Liberty credit agreement and which have all been classiÑed

as current liabilities in the consolidated balance sheet as of December 31, 2003. See below and note 14(c) for further discussion.

Debt Covenant Compliance. Orion Power was in compliance with all of its debt covenants as of
December 31, 2003, other than under the Liberty credit agreement. See below for further discussion.

(a) Banking or Credit Facilities and Notes.

The following table provides a summary of the amounts owed and amounts available as of
December 31, 2003 under Orion Power's various committed credit facilities and notes:

Commitments
Total Expiring By

Committed Drawn Letters of Unused December 31, Principal Amortization and
Credit Amount Credit Amount 2004 Commitment Expiration Date

(In millions)

Orion Power Holdings senior
notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 400 $ 400 $Ì $Ì $ Ì May 2010

Orion MidWest and Orion NY
term loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,218 1,218 Ì Ì 125 March 2004 - October 2005

Orion MidWest revolving
working capital facility ÏÏÏÏÏÏ 75 Ì 16 59 Ì October 2005

Orion NY revolving working
capital facility ÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 Ì 7 23 Ì October 2005

Liberty credit agreement ÏÏÏÏÏÏ 284 262 17(1) 5(2) 11 January 2004 - April 2026

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,007 $1,880 $40 $87 $136

(1) With consent of the lenders, Liberty has chosen to defer the principal and interest payments due October 2003 rather than draw

on the $17 million letter of credit posted as debt service reserve. See below and note 14(c) for further discussion.

(2) As discussed below and in note 14(c), this amount is currently not available to Liberty.

Orion Power Holdings Senior Notes. Orion Power Holdings has outstanding $400 million aggregate
principal amount of 12% senior notes. In connection with the Merger, Orion Power Holdings recorded the
senior notes at an estimated fair value of $479 million. The $79 million premium is being amortized to
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interest expense using the eÅective interest rate method over the life of the senior notes. The fair value of
the senior notes was based on Reliant Resources' incremental borrowing rates for similar types of
borrowing arrangements as of the acquisition date. The senior notes are senior unsecured obligations of
Orion Power Holdings. Orion Power Holdings is not required to make any mandatory redemption or
sinking fund payments with respect to the senior notes. However, if at the time such principal or interest
are due, dividends, loans or advances are restricted under the Orion MidWest and Orion NY credit
agreements, and funds generated from Orion Power Holdings' other subsidiaries or from other sources are
insuÇcient, payment default under Orion Powers Holdings' senior notes may occur unless Reliant
Resources elects to invest additional funds in Orion Power Holdings, which it is not obligated to do. The
senior notes are not guaranteed by any of Orion Power Holdings' subsidiaries. The senior notes indenture
contains covenants, which bind Orion Power Holdings and certain of its subsidiaries, that include, among
others, restrictions on (a) the payment of dividends, (b) the incurrence of indebtedness and the issuance
of preferred stock, (c) investments, (d) asset sales, (e) liens, (f) transactions with aÇliates, (g) engaging
in unrelated businesses and (h) sale and leaseback transactions. See note 3.

Orion MidWest and Orion NY Credit Agreements. During October 2002, the Orion Power Holdings
revolving credit facility was prepaid and terminated, and Orion Power reÑnanced the Orion MidWest and
Orion NY credit agreements. In connection with these reÑnancings, Orion Power applied excess cash of
$145 million to prepay and terminate the Orion Power Holdings revolving credit facility and to reduce the
term loans and revolving working capital facilities at Orion MidWest and Orion NY. As of the reÑnancing
date, the amended and restated Orion MidWest credit agreement included a term loan of approximately
$974 million and a $75 million revolving working capital facility. As of the reÑnancing date, the amended
and restated Orion NY credit agreement included a term loan of approximately $353 million and a
$30 million revolving working capital facility. As of December 31, 2002 and 2003, Orion MidWest had
$969 million and $884 million, respectively, of term loans outstanding. As of December 31, 2002 and 2003,
Orion NY had $351 million and $334 million, respectively, of term loans outstanding. The reÑnancing
included an extension of the maturities of the Orion MidWest and Orion NY credit agreements by three
years to October 2005.

The loans under each facility bear interest at LIBOR plus a margin or at a base rate plus a margin.
The LIBOR margin is 2.75% as of December 31, 2003 and increases to 3.25% in April 2004 and 3.75% in
October 2004. The base rate margin is 1.75% as of December 31, 2003 and increases to 2.25% in April
2004 and 2.75% in October 2004.

The amended and restated Orion MidWest credit agreement is secured by a Ñrst lien on substantially
all of the assets of Orion MidWest and its subsidiary. Orion NY and its subsidiaries are guarantors of the
Orion MidWest obligations under the amended and restated Orion MidWest credit agreement. A
substantial portion of the assets of Orion NY and its subsidiaries (excluding certain plants) are pledged,
via a second lien, as collateral for this guarantee. The amended and restated Orion NY credit agreement
is, in turn, secured by a Ñrst lien on a substantial portion of the assets of Orion NY and its subsidiaries
(excluding certain plants). Orion MidWest and its subsidiary are guarantors of the Orion NY obligations
under the amended and restated Orion NY credit agreement. Substantially all of the assets of Orion
MidWest and its subsidiary are pledged, via a second lien, as collateral for this guarantee. Orion
MidWest's and Orion NY's obligations under the respective agreements are non-recourse to Orion Power
Holdings.

Both the Orion MidWest and Orion NY credit agreements contain aÇrmative and negative covenants,
including negative pledges, that must be met by each borrower under its respective facility to borrow funds
or obtain letters of credit, and which require Orion MidWest and Orion NY to maintain a combined debt
service coverage ratio of 1.5 to 1.0. These covenants are not anticipated to materially restrict either
borrower's ability to borrow funds or obtain letters of credit. The agreements also provide for any available
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cash at one borrower to be made available to the other borrower to meet shortfalls in the other borrower's
ability to make certain payments, including operating costs. This is eÅected through distributions of such
available cash to Orion Capital, a direct subsidiary of Orion Power Holdings formed in connection with the
reÑnancing. Orion Capital, as indirect owner of each of Orion MidWest and Orion NY, can then
contribute such cash to the other borrower. The ability of the borrowers to make dividends, loans or
advances to Orion Power Holdings for interest payments or otherwise is restricted. In any event, no
distributions may be made after October 28, 2004 until the earlier of maturity or retirement. No
distributions are anticipated during the remaining terms of the credit agreements. Any restricted cash,
which is not dividended, will be applied on a quarterly basis to prepay outstanding loans at Orion MidWest
and Orion NY. See note 2(l) for a detail of restricted cash under the Orion MidWest and Orion NY
credit agreements. In addition, the Orion MidWest and Orion NY credit agreements contain operational
covenants governing the commercial terms of transactions to purchase or sell fuel and energy related
products with Reliant Energy Services and third parties.

Liberty Credit Agreement. In July 2000, LEP and Liberty, indirect wholly-owned subsidiaries of
Orion Power Holdings, entered into a credit agreement, that provided for (a) a construction/term loan in
an amount of up to $105 million, (b) an institutional term loan in an amount of up to $165 million, (c) a
debt service reserve letter of credit facility of $17 million, (d) a revolving working capital facility for an
amount of up to $5 million and (e) an equity bridge loan in an amount of up to $41 million. In May
2002, the construction loans were converted to term loans. On the conversion date, Orion Power Holdings
made the required cash equity contribution of $30 million into Liberty, which was used to repay a like
amount of equity bridge loans advanced by the lenders. A related $41 million letter of credit furnished by
Orion Power Holdings as credit support was canceled.

The Öoating rate loans under the Liberty credit agreement bear interest at LIBOR plus a margin or a
base rate plus margin. For the Öoating rate term loan, as of December 31, 2003, the LIBOR margin is
1.25% and increases to 1.375% in May 2005 and 1.625% in May 2008. As of December 31, 2003, the base
rate margin is 0.25% and increased to 0.375% in May 2005 and 0.625% in May 2008. For the revolving
working capital facility, as of December 31, 2003, the LIBOR margin is 1.25% and increases to 1.375% in
May 2005. As of December 31, 2003, the base rate margin is 0.25% and increases to 0.375% in May 2005.

The lenders under the Liberty credit agreement have a security interest in substantially all of the
assets of Liberty and LEP. The outstanding borrowings related to the Liberty credit agreement are non-
recourse to Orion Power Holdings and all other subsidiaries. The Liberty credit agreement contains
aÇrmative and negative covenants, including a negative pledge that must be met to borrow funds or obtain
letters of credit. Liberty is currently unable to access the revolving working capital facility. Additionally,
the Liberty credit agreement restricts Liberty's ability to, among other things, make dividend distributions
unless Liberty satisÑes various conditions. See note 2(l) for a detail of restricted cash under the Liberty
credit agreement.

Given that Liberty is currently in default under the credit agreement, Orion Power has classiÑed the
debt as a current liability. Neither Orion Power Holdings nor any other of its subsidiaries is in default
under other debt agreements due to the credit agreement default at Liberty. See note 14(c).

(b) Interest Rate Derivative Instruments.

In connection with the Merger, the existing interest rate swaps for the Orion MidWest credit
agreement and the Orion NY credit agreement were bifurcated into a debt component and a derivative
component. The fair values of the debt components, approximately $59 million for the Orion MidWest
credit agreement and $31 million for the Orion NY credit agreement, were based on Reliant Resources'
incremental borrowing rates at the acquisition date for similar types of borrowing arrangements. The value
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of the debt component is amortized to interest expense as interest rate swap payments are made. See
note 6 regarding Orion Power's derivative Ñnancial instruments.

Orion Power has entered into a number of interest rate swap contracts having an aggregate notional
amount of $250 million as of December 31, 2002 and 2003, that hedge the Öoating interest rate risk
associated with the Öoating rate long-term debt under the Orion NY credit agreement. As of
December 31, 2003, Öoating rate LIBOR-based interest payments are exchanged for weighted Ñxed rate
interest payments of 7.13% for the Orion NY credit agreement. Orion Power has entered into interest rate
swap contracts having an aggregate notional amount of $600 million and $300 million as of December 31,
2002 and 2003, respectively, that hedge the Öoating interest rate risk associated with the Öoating rate long-
term debt under the Orion MidWest credit agreement. As of December 31, 2003, Öoating rate LIBOR-
based interest payments are exchanged for weighted Ñxed rate interest payments of 7.66% for the Orion
MidWest credit agreement. These swaps qualify as cash Öow hedges under SFAS No. 133 and the
periodic settlements are recognized as an adjustment to interest expense in the consolidated statements of
operations over the term of the swap agreements. See note 6 for further discussion of Orion Power's cash
Öow hedges.

(8) Stockholders' Equity

The Merger (see note 1) resulted in the purchase by Reliant Resources of all of Orion Power
Holdings' outstanding shares of common stock. Subsequently, all of Orion Power Holdings' common stock
was beneÑcially owned by Reliant Resources.

In the Merger, a wholly-owned subsidiary of Reliant Resources (Merger Subsidiary) was merged into
Orion Power Holdings. Orion Power Holdings was the surviving entity. In accordance with the Merger,
eÅective on February 19, 2002, Orion Power Holdings converted each issued and outstanding share of
common stock, par value $0.01, into the right to receive $26.80 per share in cash resulting in the
cancellation of all issued and outstanding shares, warrants and options of Orion Power Holdings.
Additionally, each share of common stock of Merger Subsidiary, par value $1.00 per share, issued and
outstanding immediately prior to February 19, 2002 was converted into one share of common stock of
Orion Power Holdings. As of December 31, 2002 and 2003, Orion Power had 1,000 shares authorized,
issued and outstanding with a par value of $1.00 per share.

The following describes Orion Power's equity transactions prior to the Merger:

The Second Amended and Restated Stockholder's Agreement (the Agreement) dated November 5,
1999 stated that at the time of a capital call, Orion Power Holdings would issue warrants to GS Capital
Partners II, L.P. (GSCP) and Constellation Power Source, Inc. (CPS) for shares of Orion Power
Holdings common stock in accordance with certain formulas, as deÑned in the Agreement. Under the
terms of the original stockholder's agreement between CPS and GSCP, only GSCP was entitled to receive
warrants. The warrants had an exercise price equal to the subscription price of the common stock ($10.00
or $15.50) and expire on the tenth anniversary of their issuance. The warrant holder may exercise the
warrants for an equivalent number of shares of Orion Power Holdings common stock when accompanied
by payment of the full exercise price. The warrant holder may also exercise the warrant without payment
and would be entitled to a number of shares of Orion Power Holdings common stock equivalent to (a) the
diÅerence between the aggregate Current Market Price, as deÑned, less the aggregate exercise price,
divided by (b) the Current Market Price of one share of common stock. As of December 31, 2001,
705,900 warrants had been issued to Constellation Holdings, Inc. No warrants had been exercised as of
December 31, 2001. No more capital is subject to call under this agreement and no more warrants are
issuable subsequent to the Merger.
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On June 6, 2001, Orion Power Holdings completed a $356 million common stock oÅering, comprised
of 10,400,000 shares sold by Orion Power Holdings and 2,600,000 shares sold by certain selling
stockholders at a gross per share oÅering price of $27.35, resulting in net proceeds of approximately
$273 million. Concurrent with this oÅering, Orion Power Holdings completed a $200 million oÅering of
4.50% convertible senior notes.

(9) Stock Option Plan

In May 1998, Orion Power Holdings adopted the 1998 Stock Incentive Plan (the plan), which
provided for granting of stock options and other equity based awards to directors, oÇcers, employees and
consultants. The plan, as amended, provided that up to 7,500,000 shares of common stock may be issued
pursuant to such options and other awards. Stock options were granted at an exercise price as determined
by the board of directors or a committee designated by the board of directors, were exercisable in
installments beginning one year from the date of grant and expired 10 years after the date of grant. The
plan permitted the issuance of either incentive stock options or non-qualiÑed stock options. The Merger
resulted in the cancellation of all of the outstanding shares, warrants and options of Orion Power Holdings,
and as such, the plan was canceled.

Orion Power Holdings granted options to acquire shares of its common stock at an exercise price less
than the fair value of its common stock. As of December 31, 2001, Orion Power Holdings recognized
deferred compensation of $5 million to be amortized over the three-year vesting period. Compensation
expense related to these options of $2 million was recorded for 2001.

The following summarizes options granted to directors, oÇcer and employees:

Number of Weighted Average
Shares Exercise Price

Outstanding at December 31, 2000ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,237,379 $ 15.23

Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 468,000 24.10

ForfeitedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (37,128) (20.72)

Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (165,906) (10.67)

Outstanding at December 31, 2001ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,502,345 16.17

Options exercisable at December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,871,744 13.08

Exercise prices for options outstanding as of December 31, 2001, ranged from $10 to $29.80. The
following table provides certain information with respect to stock options outstanding at December 31,
2001:

Weighted Average
Stock Options Weighted Average Remaining

Range of Exercise Prices Outstanding Exercise Price Contractual Life

$10.00 - $15.50 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,833,345 $12.03 8.47

$15.51 - $20.00 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,308,000 19.84 8.92

$20.01 - $29.80 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 361,000 25.24 9.44

5,502,345 16.17 8.72
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The following table provides certain information with respect to stock options exercisable at
December 31, 2001:

Stock Options Weighted Average
Range of Exercise Prices Exercisable Exercise Price

$10.00 - $15.50 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,492,415 $11.31

$15.51 - $20.00 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 375,478 20.00

$20.01 - $29.80 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,851 26.53

1,871,744 13.08

The weighted average fair value at date of grant for options granted during 2000 and 2001 were
$15.60 and $9.64, respectively, and was estimated using the Black-Scholes option valuation model with the
following weighted average assumptions:

Year Ended Year Ended
December 31, December 31,

2000 2001

Expected life in yearsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10 10

Risk-free interest rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.11% 5.03%

Volatility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35.00% 9.80%

Dividend yieldÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì

(10) Earnings Per Share

The following table presents the basic and diluted earnings per share (EPS) calculation for 2001. As
of December 31, 2002 and 2003, all of Orion Power Holdings' common stock was beneÑcially owned by
Reliant Resources and therefore, EPS data is not presented for 2002 or 2003 (in thousands, except per
share amounts):

Net income Ì for basic EPS ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $100,603

EÅect of dilutive securities:

Convertible securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,414

Net Income Ì for diluted EPSÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $104,017

Diluted Weighted Average Shares Calculation:

Weighted average shares outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 99,071

Plus: Incremental shares from assumed conversions:

Stock optionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,163

Warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,936

Convertible securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,414

Weighted average shares assuming dilutionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 107,584

Basic EPS ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.02

Diluted EPS ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.97

(11) Retirement and Other BeneÑt Plans

(a) Pension.

Orion Power sponsors multiple noncontributory deÑned beneÑt pension plans covering certain union
and non-union employees. Depending on the plan, the beneÑt payment is either based on years of service
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with Ñnal average salary and covered compensation, or in the form of a cash balance account which grows
based on a percentage of annual compensation and accrued interest.

Orion Power's funding policy is to review amounts annually in accordance with applicable regulations
in order to determine contributions necessary to achieve adequate funding of projected beneÑt obligations.
Orion Power uses a December 31 measurement date for its plans. The pension obligation and funded
status are as follows:

Year Ended
December 31,

2002 2003

(In millions)

Change in BeneÑt Obligation

BeneÑt obligation, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 39.1 $ 57.6

Service costÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.4 4.1

Interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.8 3.9

Settlement loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.8

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.1) (2.9)

Plan amendmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.0 0.7

Actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11.4 6.6

BeneÑt obligation, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 57.6 $ 70.8

Change in Plan Assets

Fair value of plan assets, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 19.8 $ 23.8

Employer contributions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.0 9.1

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.1) (2.9)

Actual investment returnÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.9) 5.7

Fair value of plan assets, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 23.8 $ 35.7

Reconciliation of Funded Status

Funded status ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(33.8) $(35.1)

Unrecognized prior service cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.0 2.4

Unrecognized actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14.3 16.9

Net amount recognized, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(17.5) $(15.8)

Amounts recognized in the consolidated balance sheets are as follows:

December 31,

2002 2003

(In millions)

Accrued beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(18.8) $(16.3)

Intangible assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.3 0.5

Net amount recognized ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(17.5) $(15.8)

The accumulated beneÑt obligation for all deÑned beneÑt plans was $39 million and $46 million at
December 31, 2002 and 2003, respectively.
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Net pension cost includes the following components:

Former Orion Current Orion

Year Ended January 1, 2002 February 20, 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

(In millions) (In millions)

Service cost Ì beneÑts earned during
the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3.0 $0.4 $ 3.0 $ 4.1

Interest cost on projected beneÑt
obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.3 0.3 2.5 3.9

Expected return on plan assetsÏÏÏÏÏÏ (1.1) Ì (1.9) (2.2)

Accounting settlement charge ÏÏÏÏÏÏ Ì Ì Ì 0.6

Net amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.2 0.2 Ì 1.0

Net pension cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 4.4 $0.9 $ 3.6 $ 7.4

The signiÑcant weighted average assumptions used to determine the pension beneÑt obligation include
the following:

December 31,

2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.75% 6.25%

Rate of increase in compensation levels ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.50% 4.50%

The signiÑcant weighted average assumptions used to determine the net pension cost include the
following:

Former Orion Current Orion

Year Ended January 1, 2002 February 20, 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.75% 7.25% 7.25% 6.75%

Rate of increase in compensation
levels ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.00% 4.00% 4.50% 4.50%

Expected long-term rate of return on
assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.50% 8.50% 8.50% 8.50%

As of December 31, 2003, Orion Power's expected long-term rate of return on pension plan assets is
developed based on third party models. These models consider expected inÖation, current dividend yields,
expected corporate earnings growth and risk premiums based on the expected volatility of each asset
category. The expected long-term rates of return for each asset category are weighted to determine the
overall expected long-term rate of return on pension plan assets. In addition, peer data and historical
returns are reviewed.
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Orion Power's pension plan weighted average asset allocations at December 31, 2002 and 2003 and
target allocation for 2004 by asset category are as follows:

Percentage of Plan
Assets at December 31, Target Allocation

2002 2003 2004

Domestic equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55% 55% 55%

International equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 15 15

Debt securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 30 30

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100% 100% 100%

In managing the investments associated with the pension plans, Orion Power's objective is to exceed,
on a net-of-fee basis, the rate of return of a performance benchmark composed of the following indices:

Asset Class Index Weight

Domestic equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Wilshire 5000 Index 55%

International equity securities ÏÏÏÏÏÏÏÏÏÏÏÏ MSCI All Country World Ex-U.S. Index 15

Debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Lehman Brothers Aggregate Bond Index 30

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100%

As a secondary measure, asset performance is compared to the returns of a universe of comparable funds,
where applicable, over a full market cycle.

During 2001, January 1, 2002 through February 19, 2002, February 20, 2002 through December 31,
2002 and 2003, Orion Power made cash contributions of $8 million, $1 million, $5 million and $9 million,
respectively, to the pension plans. Orion Power expects cash contributions to approximate $9 million
during 2004.

Information for pension plans with an accumulated beneÑt obligation in excess of plan assets is as
follows:

December 31,

2002 2003

(In millions)

Projected beneÑt obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $57.6 $70.8

Accumulated beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38.9 45.8

Fair value of plan assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23.8 35.7

Two of Orion Power's pension plans were amended on October 15, 2002. A third plan contained the
following features: subsidized optional forms of beneÑts, an early retirement subsidy and a provision for a
cost of living adjustment increase, while the other plans did not include these features. The two plans were
amended to include these additional features. This resulted in a $2 million increase in the projected beneÑt
obligation in 2002. One of Orion's pension plans was amended on July 23, 2003 to provide certain plan
design changes in accordance with a collective bargaining agreement, and was amended again on
October 9, 2003 to make certain design changes to the forms of pension distributions under the plan. This
resulted in a $0.7 million increase in the projected beneÑt obligation in 2003.
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(b) Savings Plan.

Orion Power has an employee savings plan that is a tax-qualiÑed plan under Section 401(a) of the
Internal Revenue Code of 1986, as amended (Code), and includes a cash or deferred arrangement under
Section 401(k) of the Code for all Orion Power employees.

Under the plan, participating employees may contribute a portion of their compensation, pre-tax or
after-tax, generally up to a maximum of 18% of compensation. Orion Power's savings plan matching
contribution, any payroll period discretionary employer contribution and any discretionary annual employer
contribution will be made in cash.

Orion Power's savings plan beneÑt expense was $8.1 million, $0.4 million, $1.6 million and
$1.5 million in 2001 and for January 1, 2002 through February 19, 2002, February 20, 2002 through
December 31, 2002 and 2003, respectively.

(c) Postretirement BeneÑts.

Orion Power funds the postretirement beneÑts on a pay-as-you-go basis. Orion Power uses a
December 31 measurement date for its plans.

Accumulated postretirement beneÑt obligation and funded status are as follows:

Year Ended
December 31,

2002 2003

(In millions)

Change in BeneÑt Obligation

BeneÑt obligation, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 21.8 $ 27.9

Service costÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.7 1.5

Interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.2 1.9

BeneÑt payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (0.6)

Actuarial loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.2 0.3

BeneÑt obligation, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 27.9 $ 31.0

Change in Plan Assets

Fair value of plan assets, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ Ì

Employer contributions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.5

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (0.5)

Fair value of plan assets, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ Ì

Reconciliation of Funded Status

Funded status ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(27.9) $(31.0)

Unrecognized actuarial gain ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6.6) (5.9)

Net amount recognized, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(34.5) $(36.9)

Amounts recognized in the consolidated balance sheets are as follows:

December 31,

2002 2003

(In millions)

Accrued beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(34.5) $(36.9)
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Net postretirement beneÑt cost includes the following components:

Former Orion Current Orion

Year Ended January 1, 2002 February 20, 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

(In millions) (In millions)

Service cost Ì beneÑts earned
during the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1.3 $0.2 $1.5 $ 1.5

Interest cost on projected beneÑt
obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.4 0.2 2.0 1.9

Net amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì (0.4)

Net periodic beneÑt costÏÏÏÏÏÏÏÏ $2.7 $0.4 $3.5 $ 3.0

The signiÑcant weighted average assumptions used to determine the accumulated postretirement
beneÑt obligation include the following:

December 31,

2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.75% 6.25%

Rate of increase in compensation levelsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.50% 4.50%

The signiÑcant weighted average assumptions used to determine the accumulated postretirement
beneÑt cost include the following:

Former Orion Current Orion

Year Ended January 1, 2002 February 20, 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.75% 7.25% 7.25% 6.75%

Rate of increase in
compensation levels ÏÏÏÏÏÏÏÏÏ 4.00% 4.00% 4.50% 4.50%

The following table shows Orion Power's assumed health care cost trend rates used to measure the
expected cost of beneÑts covered by its postretirement plan:

Former Orion Current Orion

Year Ended January 1, 2002 February 20, 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

Health care cost trend rate
assumed for next year ÏÏÏÏÏÏÏ 8.0% 12.0% 11.25% 10.5%

Rate to which the cost trend
rate is assumed to gradually
declineÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.0% 5.5% 5.5% 5.5%

Year that the rate reaches the
rate to which it is assumed to
declineÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2008 2011 2011 2011
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Assumed health care cost trend rates have a signiÑcant eÅect on the amounts reported for Orion
Power's health care plans. A one-percentage-point change in assumed health care cost trend rates would
have the following eÅects as of December 31, 2003:

One-Percentage Point

Increase Decrease

(In thousands)

EÅect on service and interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 610 $ (498)

EÅect on accumulated postretirement beneÑt obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,393 (4,495)

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003
became law. This law introduces a prescription drug beneÑt, as well as a federal subsidy under certain
circumstances to sponsors of retiree health care beneÑt plans. In January 2004, the FASB issued FASB
StaÅ Position No. 106-1, ""Accounting and Disclosure Requirements Related to the Medicare Prescription
Drug, Improvement and Modernization Act of 2003.'' This FASB staÅ position permits sponsors of
postretirement health care plans that provide a prescription drug beneÑt to make a one time election to
defer accounting for the eÅects of this law until the earlier of: (a) the issuance of authoritative guidance
on accounting for the federal subsidy or (b) the occurrence of a signiÑcant event that would call for
remeasurement of a plan's assets and obligations, such as a plan amendment, settlement or curtailment.
Orion Power has elected to defer accounting for the eÅects of this law. The measurements of Orion
Power's accumulated postretirement beneÑt obligation and net periodic postretirement beneÑt cost do not
reÖect the eÅect of this law. When authoritative guidance on accounting for the federal subsidy is issued,
Orion Power will revise its accounting as required.

(d) Postemployment BeneÑts.

Orion Power records postemployment beneÑts based on SFAS No. 112, ""Employer's Accounting for
Postemployment BeneÑts,'' which requires the recognition of a liability for beneÑts provided to former or
inactive employees, their beneÑciaries and covered dependents, after employment but before retirement
(primarily health care and life insurance beneÑts for participants in the long-term disability plan). Net
postemployment beneÑt costs were insigniÑcant for 2001 and 2002 and $1 million for 2003.

(e) Other Employee Matters.

As of December 31, 2003, approximately 68% of Orion Power's employees are subject to collective
bargaining agreements. The agreements covering 62% of those employees will expire prior to December 31,
2004.
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(12) Income Taxes

Orion Power's current and deferred components of income tax expense (beneÑt) were as follows:

Former Orion Current Orion

Year Ended January 1, 2002 February 20, 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

(In millions) (In millions)

Current:

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $27.3 $(24.6) $(67.0) $(69.1)

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3.4) (9.2) (7.3) (14.5)

Total current ÏÏÏÏÏÏÏÏÏÏÏÏ 23.9 (33.8) (74.3) (83.6)

Deferred:

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.1 (3.5) 109.8 84.7

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.9 (1.3) 4.6 0.7

Total deferredÏÏÏÏÏÏÏÏÏÏÏÏ 31.0 (4.8) 114.4 85.4

Income tax expense (beneÑt) ÏÏ $54.9 $(38.6) $ 40.1 $ 1.8

A reconciliation of the federal statutory income tax rate to the eÅective income tax rate is as follows:

Former Orion Current Orion

Year Ended January 1, 2002 February 20, 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

(In millions) (In millions)

Income (loss) before income
taxes and cumulative eÅect of
accounting change ÏÏÏÏÏÏÏÏÏÏ $155.5 $(90.8) $(217.3) $(556.0)

Federal statutory rate ÏÏÏÏÏÏÏÏÏ 35% 35% 35% 35%

Income tax expense (beneÑt) at
statutory ratesÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54.4 (31.8) (76.1) (194.6)

Net addition (reduction) in
taxes resulting from:

Non-deductible goodwill
impairment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 118.1 204.8

State income taxes, net of
federal income tax beneÑt 10.8 (6.8) 8.3 2.9

State tax creditsÏÏÏÏÏÏÏÏÏÏÏÏ (10.4) Ì (10.2) (11.8)

OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.1 Ì Ì 0.5

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.5 (6.8) 116.2 196.4

Income tax expense (beneÑt) ÏÏ $ 54.9 $(38.6) $ 40.1 $ 1.8

EÅective tax rate ÏÏÏÏÏÏÏÏÏÏÏÏÏ 35.3% 42.5% NM(1) NM(1)

(1) Not meaningful as for February 20, 2002 through December 31, 2002 and 2003, Orion Power had a pre-tax loss of $217 million

and $556 million, respectively, and income tax expense of $40 million and $2 million, respectively. The primary reason is due to

Orion Power's goodwill impairments for February 20, 2002 through December 31, 2002 and 2003 of $338 million and

$585 million, respectively, for which no tax beneÑt can be recognized, as the goodwill is non-deductible.
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Following were Orion Power's tax eÅects of temporary diÅerences between the carrying amounts of
assets and liabilities in the consolidated Ñnancial statements and their respective tax bases:

December 31,

2002 2003

Current Long-Term Current Long-Term

(In millions)

Deferred tax assets:

Allowance for doubtful accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.4 $ Ì $ 3.0 $ Ì

Inventory writedown ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.8 Ì 3.8 Ì

Net operating loss and credit carryforwards ÏÏÏÏÏÏÏ 18.2 35.8 Ì 48.2

Valuation allowances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (29.7) Ì (33.6)

Employee beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 18.6 Ì 24.4

Derivative liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.0 8.7 Ì 2.1

Contractual rights and obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13.7 Ì Ì Ì

Environmental liability ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 6.5 Ì 3.2

Adjustment to fair value of debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.9 46.5 8.6 38.2

OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.2 Ì 0.1 4.0

Total deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 56.2 86.4 15.5 86.5

Deferred tax liabilities:

Prepaid insuranceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2.1) Ì (1.9) Ì

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (456.0) Ì (511.1)

Derivative assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.0) (0.4) (1.5) Ì

Contractual rights and obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (11.4) Ì (0.3)

OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (4.2) (0.6) (4.3)

Total deferred liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3.1) (472.0) (4.0) (515.7)

Net accumulated deferred income tax assets
(liabilities) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $53.1 $(385.6) $11.5 $(429.2)

Tax Attribute Carryovers. As of December 31, 2003, Orion Power had state net operating loss
carryovers of $467 million, which are due to expire in tax years 2015 through 2023.

During 2002, a valuation allowance of $30 million was established as part of purchase accounting (see
note 4). This valuation allowance resulted from Orion Power's assessment of its future ability to use state
net operating losses. During 2003, Orion Power increased its valuation allowance to $34 million, which
results primarily from the assessment of Orion Power's future ability to use state net operating losses.

(13) Commitments

(a) Lease Commitments.

Orion Power has entered into various non-cancelable operating lease arrangements for oÇce space,
storage space, oÇce furniture and vehicles. These leases terminate at various dates through 2022.
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Future minimum payments due under these leases are as follows (in thousands):

Capital Operating
Leases Leases

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 126 $ 4,063

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 126 3,870

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 126 3,058

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 126 2,841

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 126 1,026

2009 and Thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 767 4,317

Subtotal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,397 $19,175

Interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (388)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,009

In November 1999, Erie Boulevard entered into a capital lease arrangement for the land at the
Watertown hydroelectric plant located in Potsdam, New York. This land houses a maintenance facility and
a regional headquarters for the hydroelectric assets. The lease began at the completion of the facility, in
October 2000, and expires in 2015. Under the terms of the lease, the monthly payments are $10,500. Erie
Boulevard has the option to purchase the land for $450,000 at the end of the lease term.

Total rental expense for 2001, for January 1, 2002 through February 19, 2002, February 20, 2002
through December 31, 2002 and 2003, was $1.8 million, $0.2 million, $1.6 million and $2.0 million,
respectively.

(b) Fuel Contracts and Transportation Commitments.

Orion Power is a party to fuel supply contracts and commodity transportation contracts, that have
various quantity requirements and durations that are not classiÑed as derivative assets and liabilities and
hence are not included in the consolidated balance sheet as of December 31, 2003. Minimum purchase
commitment obligations under these agreements are as follows, as of December 31, 2003:

Fuel Transportation
Commitments Commitments

(In millions)

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $152 $ 8

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 124 9

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 77 9

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 9

2008 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 9

2009 and thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 47

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $383 $91

As of December 31, 2003 the maximum remaining terms under any individual fuel supply contract
and transportation contract is four years and 10 years, respectively.

(c) Provider of Last Resort Contracts.

One of Orion Power Holdings' subsidiaries is contractually obligated through the end of 2004 to
provide energy to Duquesne Light Company to satisfy the demands of any customer in its service area that
purchases power from Duquesne Light Company as its ""provider of last resort.'' These contracts do not
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specify a minimum or maximum quantity of energy to be supplied. Although Orion Power expects to
produce more energy than needed to meet these contractual obligations, it is possible that, due to seasonal
variations in demand or operational outages, its subsidiary may occasionally need to purchase energy from
third parties to cover its contractual obligations. Since these events are likely to occur at times of higher
market prices, Orion Power is at risk that the cost of power purchased may exceed the Ñxed prices for
power under contracts with Duquesne Light Company. Failure to provide suÇcient energy under the terms
of the contracts could give rise to, in addition to other direct damages, penalties of up to $1,000 per
megawatt hour, depending upon the circumstances of such under delivery. During the period February 20,
2002 through December 31, 2002 and 2003, Orion Power did not incur or pay any penalties.

(d) Collateral Posting Provided by Reliant Resources.

As a result of credit rating downgrades in the Ñrst quarter of 2003, collateral requirements, which are
based on a contractual provision relating to creditworthiness and market exposure, were triggered pursuant
to a provision in a power contract between Orion MidWest and one of its customers, which required Orion
Power to provide collateral of approximately $16 million. On July 30, 2003, this collateral was posted by
Reliant Resources on Orion MidWest's behalf. There is no obligation by Orion MidWest to repay this
collateral to Reliant Resources. As of December 31, 2003, there have been no changes to the collateral
posted by Reliant Resources on Orion MidWest's behalf.

(e) Guarantee.

Together with certain of Reliant Resources' other subsidiaries, Orion Power Holdings is a guarantor of
the obligations under Reliant Resources' Amended and Restated Credit and Guaranty Agreement dated as
of March 28, 2003, subject to certain limitations under Orion Power Holdings' senior notes. These
limitations limit the amount of the guarantee based on a Ñxed charge coverage ratio, consolidated tangible
assets and a restricted payment ceiling test, under the Orion Power Holdings senior notes. Additionally,
Orion Power Holdings is the only limited guarantor of the obligations under Reliant Resources' senior
secured notes issued in July 2003, subject to the same limitations. None of Orion Power Holdings'
subsidiaries guarantee Reliant Resources' senior secured notes.

Reliant Resources has calculated the aggregate amount permitted to be guaranteed under both the
guarantee for its March 2003 credit facility and the guarantee for its senior secured notes to be
approximately $1.1 billion, which is the maximum potential amount of future payments. These guarantees
mature at varying dates from 2007 to 2013.

Both Reliant Resources' March 2003 credit facility and its senior secured notes restrict Orion Power
Holdings and its subsidiaries ability to take speciÑc actions, subject to numerous exceptions that are
designed to allow for the execution of Reliant Resources' and its subsidiaries' business plans in the
ordinary course, including the preservation and optimization of existing investments in the retail energy and
wholesale energy businesses and the ability to provide credit support for commercial obligations. Orion
Power's failure to comply with these restrictions could result in an event of default under the Reliant
Resources' March 2003 credit facility or its senior secured notes that, if not cured or waived, could result
in Reliant Resources being required to repay its borrowings before their due date.

(14) Contingencies

(a) Legal and Environmental Matters.

Orion Power is liable under the terms of a consent order issued in 2000 with the New York State
Department of Environmental Conservation (NYSDEC) for past releases of petroleum and other
substances at two of its generation facilities. Based on Orion Power's evaluations with assistance from
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third-party consultants and engineers, Orion Power has developed remediation plans for both facilities. As
of December 31, 2002 and 2003, Orion Power has recorded the estimated liability for the remediation
costs of $8 million and $7 million, respectively, which it expects to pay out through 2008.

Under a separate consent order issued by the NYSDEC in 2000, Orion Power is required to evaluate
certain technical changes to modify the intake cooling system of one of its plants. Orion Power and the
NYSDEC will discuss the technical changes to be implemented. Depending on the outcome of these
discussions, including the form of technology ultimately selected, Orion Power estimates that capital
expenditures necessary to comply with the order could equal or exceed $87 million. Orion Power expects
to begin construction on a portion of the cooling water intake in 2004.

Orion Power is responsible for environmental liabilities associated with the future closure of three ash
disposal sites in Pennsylvania. As of December 31, 2002 and 2003, the total estimated liability determined
by management with assistance from third-party engineers and recorded by Orion Power for these disposal
sites was $14 million and $11 million, respectively, of which $1 million is to be paid over the next Ñve
years.

New Source Review Matters. The United States Environmental Protection Agency (EPA) has
requested information from two Orion Power facilities, related to work activities conducted at the sites that
may be associated with various permitting requirements of the Clean Air Act. Orion Power has responded
to the EPA's requests for information. Furthermore, the New York state attorney general's oÇce recently
requested from the EPA a copy of all such correspondence relating to all facilities, which the EPA
granted.

Other Matters. Orion Power is involved in a number of other legal, environmental and other
proceedings before courts and governmental agencies. Although Orion Power cannot predict the outcome
of these proceedings, Orion Power believes that the eÅects on the Ñnancial statements, if any, from the
disposition of these matters will not have a material adverse eÅect on its results of operations, Ñnancial
condition or cash Öows.

(b) Tolling Agreement for Liberty's Generating Station.

LEP owns a 530 MW combined cycle gas Ñred power generation facility (the Liberty generating
station). Liberty Ñnanced the construction costs of the Liberty generating station with borrowings under a
credit agreement of which $262 million is outstanding as of December 31, 2003. Borrowings under the
credit agreement, which are non-recourse to Orion Power and its aÇliates (other than LEP and Liberty),
are secured by pledges of the assets of the Liberty generating station and of the ownership interest in LEP.
See note 7(a).

In July 2003, the counterparty to the tolling agreement under which LEP sold the generation output
of the Liberty generation station Ñled for bankruptcy. Subsequently, a federal bankruptcy court issued an
order that terminated the tolling agreement and triggered another event of default under the Liberty credit
agreement. The default under the Liberty credit agreement, and the possible foreclosure by the lenders
upon the assets of the Liberty generating station, do not constitute an event of default under any other
debt agreements of Orion Power or its aÇliates.
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To date, the lenders under the Liberty credit agreement have not foreclosed upon the Liberty
generating station. However, there can be no assurance that the lenders will continue to refrain from
exercising such rights. If the lenders elect to foreclose on LEP, Liberty and/or the Liberty generating
station, Orion Power could incur a pre-tax loss of an amount up to Orion Power's recorded net book value,
with the potential of an additional loss due to an impairment of goodwill to be allocated to LEP. As of
December 31, 2003, the combined net book value of LEP and Liberty was $346 million, excluding the
non-recourse debt obligations of $262 million. At December 31, 2002 and 2003, Orion Power evaluated the
Liberty generating station and the related intangible asset for the terminated tolling agreement for
impairment. Based on the analyses, there were no impairments.

In September 2003, LEP sued the corporate guarantor of the counterparty to the tolling agreement,
Gas Transmission Northwest Corporation, seeking payment of $140 million (the maximum amount of the
guarantee) out of the $177 million termination claim calculated by LEP under the agreement.
Subsequently, the counterparty to the tolling agreement and its corporate guarantors countersued LEP
seeking to collect a $108 million termination payment under the tolling agreement. The obligations of LEP
under the tolling agreement are secured by a $35 million letter of credit issued under the senior secured
revolver of Reliant Resources. If the letter of credit were to be drawn, Reliant Resources would be
required to reimburse the issuing bank.

In light of current market conditions and the termination of the tolling agreement, LEP does not
expect to have suÇcient cash Öow to pay both (a) all of its expenses and to post the collateral required to
buy fuel or in respect of the gas transportation agreements and (b) debt service obligations. Liberty
received temporary deferrals until April 2004 from its lenders for the quarterly principal installments that
were due in October 2003 and January 2004, which aggregated $4 million. Based on the foregoing, Orion
Power is exploring various strategic options with respect to its subsidiaries' interest in the Liberty
generating station, including, among other things, the execution of a foreclosure arrangement with the
lenders resulting in a transfer of ownership to the lenders or a sale of Orion Power's interest in the
generating station. There can be no assurances regarding the outcome of this process. A foreclosure of
Orion Power's interest in the generation station would, however, result in an impairment of the asset on
the balance sheet.

If LEP recovers the amount of the termination claim, the lenders are entitled to require that such
amounts be used to pay deferred interest and to prepay debt under the Liberty credit agreement. Under
United States and Pennsylvania tax laws, it is possible that receipt of a termination payment by LEP could
be deemed taxable income to Orion Power Holdings and its other subsidiaries.

(15) Estimated Fair Value of Financial Instruments

The fair values of Ñnancial instruments, including cash and cash equivalents and derivative assets and
liabilities (see note 6), are equivalent to their carrying amounts in the consolidated balance sheets. The
fair values of derivative assets and liabilities as of December 31, 2002 and 2003 have been determined
using quoted market prices for the same or similar instruments when available or other estimation
techniques, see note 6.
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The carrying values and related fair market values of Orion Power's short-term and long-term debt
are detailed as follows (excluding adjustment to fair value of interest rate swaps and debt under Liberty's
credit agreement):

December 31,

2002 2003

Carrying Fair Market Carrying Fair Market
Value(1) Value(1)(2)(3) Value(1) Value(1)(3)

(In millions)

Fixed rate debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 475 $323 $ 467 $ 488

Floating rate debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,371 N/A 1,218 1,218

Total debt, excluding adjustment to fair value of
interest rate swaps and Liberty's debt ÏÏÏÏÏÏÏ $1,846 N/A $1,685 $1,706

(1) Excludes Liberty's Ñxed rate debt of $165 million and Öoating rate debt of $103 million and $97 million as of December 31,

2002 and 2003, respectively, as there was no active market for this debt. Due to the situation with Liberty (see note 14(c)), if

the holders of Liberty's debt were to have tried to sell such debt instrument to a third party, the price which could have been

realized would likely be substantially less than the face value of the debt instrument and substantially less than the carrying

value.

(2) As of December 31, 2002, Orion Power had Öoating rate debt with a carrying value of $1.4 billion, excluding adjustment to fair

value of interest rate swaps and Liberty's debt. There was no active market for Orion Power's Öoating rate debt obligations as of

December 31, 2002. Given the liquidity and credit situation as of December 31, 2002, if the holders of these borrowings were to

have tried to sell such debt instruments to third parties, the prices which could have been realized could have been substantially

less than the face values of the debt instruments and substantially less than Orion Power's carrying values.

(3) The fair market values of the Ñxed rate debt (December 31, 2002 and 2003) and Öoating rate debt (for December 31, 2003

only) were based on (a) Reliant Resources' incremental borrowing rates for similar types of borrowing arrangements or

(b) information from market participants. For $1.2 billion of our Öoating rate debt, the carrying value equals the fair market

value as of December 31, 2003.

(16) Unaudited Quarterly Information

Summarized unaudited quarterly information is as follows:

Former Orion Current Orion

January 1, 2002 February 20, 2002 Quarter Ended Quarter Ended Quarter Ended
through through June 30, September 30, December 31,

February 19, 2002 March 31, 2002 2002 2002 2002

(In thousands) (In thousands)

Operating revenues $122,408 $113,009 $290,445 $420,640 $ 197,949

Operating (loss)
income ÏÏÏÏÏÏÏÏÏ (66,819) 32,207 82,152 139,986 (351,268)

Net (loss) incomeÏÏ (52,174) 13,090 27,558 61,370 (359,434)

Current Orion

Quarter Ended Quarter Ended Quarter Ended Quarter Ended
March 31, June 30, September 30, December 31,

2003 2003 2003 2003

(In thousands)

Operating revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $279,669 $267,012 $ 404,116 $264,518

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏ 29,039 35,504 (474,779) (4,775)

Cumulative eÅect of accounting
change, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,121 Ì Ì Ì

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 185 1,391 (537,377) (19,884)
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The variances in revenues from quarter to quarter for 2002 and 2003 were primarily due to (a) the
Merger and the related purchase accounting, see note 1, (b) the seasonal Öuctuations in demand for
electric energy and energy services and (c) changes in energy commodity prices. Changes in operating
income (loss) and net income (loss) from quarter to quarter for 2002 and 2003 were primarily due to:

‚ the seasonal Öuctuations in demand for electric energy and energy services;

‚ $2 million, net of tax, cumulative eÅect of accounting change primarily in the Ñrst quarter of 2003
(only impacted net loss) (see note 2(p));

‚ the impact of an increase in allocated general and administrative costs from aÇliate;

‚ changes in energy commodity prices; and

‚ the timing of maintenance expenses on electric generation plants.

In addition, operating income (loss) and net income (loss) changed from quarter to quarter in 2002
by:

‚ the impact of the Merger (see note 4);

‚ costs related to plant cancellations and equipment impairments in 2002; and

‚ $338 million goodwill impairment in the fourth quarter of 2002 (see note 5).

‚ Also, operating income (loss) and net income (loss) changed from quarter to quarter in 2003 by
the $585 million goodwill impairment in the third quarter of 2003 (see note 5).

* * *
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The following is a copy of a report previously issued by Arthur Andersen LLP (Andersen). The report has
not been reissued by Andersen.

Report of Independent Public Accountants

To Orion Power Holdings, Inc.:

We have audited in accordance with auditing standards generally accepted in the United States, the
consolidated Ñnancial statements of Orion Power Holdings, Inc. and subsidiaries, incorporated by reference
in this Form 10-K, and have issued our report thereon dated February 19, 2002. Our audit was made for
the purpose of forming an opinion on the basic consolidated Ñnancial statements taken as a whole. The
schedule listed in the index of Ñnancial statements is the responsibility of the company's management and
is presented for the purposes of complying with the Securities and Exchange Commission's rules and is not
part of the basic consolidated Ñnancial statements. This schedule has been subjected to the auditing
procedures applied in the audit of the basic consolidated Ñnancial statements and, in our opinion, fairly
states in all material respects the Ñnancial data required to be set forth therein in relation to the basic
consolidated Ñnancial statements taken as a whole.

/s/ ARTHUR ANDERSEN LLP

Vienna, Virginia
February 19, 2002
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Former Orion Current Orion

Year Ended January 1, 2002 February 20, 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

(Thousands of dollars)

(Expenses) Income:

General, administrative and development $(22,908) $(49,799) $ (10,275) $ (2,940)

Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏ (1,278) (119) Ì (75)

Equity in earnings (loss) of investments
in subsidiaries and impairment of
goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 188,266 (18,972) (229,891) (529,041)

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (56,172) (8,215) (39,371) (40,807)

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,435 360 1,877 54

Income (Loss) Before Income TaxesÏÏÏÏ 117,343 (76,745) (277,660) (572,809)

Income tax expense (beneÑt) ÏÏÏÏÏÏÏÏÏÏ 16,740 (24,571) (20,244) (17,124)

Net Income (Loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $100,603 $(52,174) $(257,416) $(555,685)

See Notes to the Condensed Financial Statements and Orion Power's Consolidated Financial Statements
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December 31,

2002 2003

(Thousands of dollars)

ASSETS

Current Assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 6,220 $ 32,786

State income taxes receivableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 45,458 21,883

Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 973 3,226

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 371 434

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53,022 58,329

Property, Plant and Equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 504 664

Other Assets:

Investment in subsidiaries and goodwill, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,282,695 2,820,926

Accumulated deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,549 25,667

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,050 793

Total other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,316,294 2,847,386

Total Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,369,820 $2,906,379

LIABILITIES AND STOCKHOLDER'S EQUITY

Current Liabilities:

Current portion of long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7,506 $ 8,139

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 69 135

Payable to aÇliates, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,889 7,937

Accrued expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,965 4,909

Accrued interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,000 8,000

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,429 29,120

Long-term DebtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 465,821 457,681

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,737 4,101

Total LiabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 497,987 490,902

Stockholder's Equity:

Common stock; par value $1.00 per share (1,000 shares authorized, issued
and outstanding) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 1

Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,152,701 3,233,308

Retained deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (257,416) (813,101)

Accumulated other comprehensive lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (23,453) (4,731)

Stockholder's Equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,871,833 2,415,477

Total Liabilities and Stockholder's Equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,369,820 $2,906,379

See Notes to the Condensed Financial Statements and Orion Power's Consolidated Financial Statements
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ORION POWER HOLDINGS, INC.

CONDENSED FINANCIAL INFORMATION
CONDENSED STATEMENTS OF CASH FLOWS

Former Orion Current Orion

Year Ended January 1, 2002 February, 20 2002 Year Ended
December 31, through through December 31,

2001 February 19, 2002 December 31, 2002 2003

(Thousands of dollars)

Cash Flows from Operating Activities:

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 100,603 $(52,174) $(257,416) $(555,685)

Adjustments to reconcile net income (loss) to net

cash (used in) provided by operating activities:

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,278 119 Ì 75

Deferred income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,740 48,767 2,132 19,669

Equity in (earnings) loss of investment in

subsidiaries and impairment of goodwill ÏÏÏÏÏÏÏ (188,266) 18,972 229,891 529,041

Amortization of deferred Ñnancing feesÏÏÏÏÏÏÏÏÏÏ 2,498 317 Ì Ì

Amortization of the revaluation of debt ÏÏÏÏÏÏÏÏÏ Ì Ì (5,927) (7,506)

Deferred compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,596 1,763 Ì Ì

Interest income on oÇcers' notes receivableÏÏÏÏÏÏ 2,180 Ì Ì Ì

Federal income taxes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (17,737) (951)

Change in assets and liabilities:

Restricted cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (518) (583) 1,101 Ì

Receivable from aÇliates, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (82,006) (66,559) 57,253 (153)

Income taxes receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (33,947) (45,458) 23,575

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,101 495 480 (18)

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (182) 14,618 (15,601) 66

Accrued expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,843) 2,308 2,099 306

Accrued interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 725 7,758 8,000 Ì

Net cash (used in) provided by operating

activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (152,094) (58,146) (41,183) 8,419

Cash Flows from Investing Activities:

Purchase of property, equipment and related assets

in acquisition, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,518) (112) (504) (235)

Distributions received from subsidiaries ÏÏÏÏÏÏÏÏÏÏÏ 86,466 Ì Ì 831

Investment made in subsidiariesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (364,728) (37,944) (75,557) (17,449)

Net cash used in investing activities ÏÏÏÏÏÏÏÏÏÏ (279,780) (38,056) (76,061) (16,853)

Cash Flows from Financing Activities:

Proceeds from long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 200,000 Ì 60,000 Ì

Payments on long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (260,000) Ì

Proceeds from issuance of common stock, net ÏÏÏÏÏÏ 273,530 491 Ì Ì

Contributions from stockholder ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 246,832 35,000

Payment on oÇcers' notes receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,736 Ì Ì

Payments of deferred Ñnancing feesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,702) Ì Ì Ì

Net cash provided by Ñnancing activities ÏÏÏÏÏÏ 466,828 4,227 46,832 35,000

Net Change in Cash and Equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,954 (91,975) (70,412) 26,566

Cash and Cash Equivalents, Beginning of PeriodÏÏÏ 133,653 168,607 76,632 6,220

Cash and Cash Equivalents, End of PeriodÏÏÏÏÏÏÏÏ $ 168,607 $ 76,632 $ 6,220 $ 32,786

Supplemental Disclosure of Cash Flow Information:

Cash payments:

Interest paid ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 52,949 $ Ì $ 50,942 $ 48,000

Income taxes paid (net of income tax refunds

received) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì (59,417)

See Notes to the Condensed Financial Statements and Orion Power's Consolidated Financial Statements

F-230



ORION POWER HOLDINGS, INC.

CONDENSED FINANCIAL INFORMATION
NOTES TO CONDENSED FINANCIAL STATEMENTS

(1) Background and Basis of Presentation

These condensed parent company Ñnancial statements have been prepared in accordance with
Rule 12-04, Schedule 1 of Regulation S-X, as the restricted net assets of Orion Power Holdings, Inc.'s .
(Orion Power Holdings) subsidiaries exceed 25% of the consolidated net assets of Orion Power Holdings.
This information should be read in conjunction with the Orion Power Holdings and subsidiaries (Orion
Power) consolidated Ñnancial statements included elsewhere in this Ñling.

Orion Power Holdings' 100% investments in its subsidiaries have been recorded using the equity basis
of accounting in the accompanying condensed parent company Ñnancial statements. Included in equity in
earnings (loss) of investments in subsidiaries in 2003 is a cumulative eÅect of accounting change for a
new accounting pronouncement as more fully described in note 2(p) to Orion Power's consolidated
Ñnancial statements.

Some amounts from the previous years have been reclassiÑed to conform to the 2003 presentation of
condensed Ñnancial information. These reclassiÑcations do not aÅect earnings.

For the 2001 cash Öow statement, Orion Power Holdings has presented amortization of deferred
Ñnancing fees separately from depreciation and amortization.

(2) Contributions from Stockholder

In May 2003 and November 2003, Reliant Resources, Inc. (Reliant Resources) contributed
$15 million and $20 million, respectively, to Orion Power Holdings, as a partial funding of the semi-annual
interest payment of $24 million on the senior notes due in each of May 2003 and November 2003. While
Reliant Resources has no obligation, it intends to contribute any funding shortfall for the semi-annual
interest payments due in May 2004 and November 2004 should Orion Power Holdings' funds be
insuÇcient. See notes 3 and 7 to Orion Power's consolidated Ñnancial statements.

(3) Restricted Net Assets of Subsidiaries

Certain of Orion Power Holdings' subsidiaries have eÅective restrictions on their ability to pay
dividends or make intercompany loans and advances pursuant to their Ñnancing arrangements. The amount
of restricted net assets of Orion Power Holdings' subsidiaries at December 31, 2002 and 2003 is
approximately $2.2 billion and $2.7 billion, respectively. Such restrictions are on the net assets of Orion
Power Capital, LLC Liberty Electric PA, LLC and Liberty Electric Power, LLC. Orion Power Midwest,
LP and Orion Power New York, LP are indirect wholly-owned subsidiaries of Orion Power Capital, LLC.

(4) Debt Facilities

For a discussion of Orion Power Holdings' senior notes, which are due in 2010, see note 7 to Orion
Power's consolidated Ñnancial statements.

(5) Commitments and Contingencies

(a) Guarantees

Orion Power Holdings has issued guarantees in conjunction with certain performance agreements and
commodity and derivative contracts and other contracts that provide Ñnancial assurance to third parties on
behalf of a subsidiary. The guarantees on behalf of subsidiaries are entered into primarily to support or
enhance the creditworthiness otherwise attributed to a subsidiary on a stand-alone basis, thereby
facilitating the extension of suÇcient credit to accomplish the relevant subsidiary's intended commercial
purposes.
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ORION POWER HOLDINGS, INC.

CONDENSED FINANCIAL INFORMATION
NOTES TO CONDENSED FINANCIAL STATEMENTS Ì (Continued)

The following tables detail Orion Power Holdings' various guarantees, including the maximum
potential amounts of future payments, assets held as collateral and the carrying amount of the liabilities
recorded on the balance sheets, if applicable:

December 31, 2002

Maximum Potential Carrying Amount of
Amount of Future Assets Held as Liability Recorded

Type of Guarantee Payments Collateral on Balance Sheet

(In millions)

Guarantees under Reliant Resources'
debt(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,100 $Ì $Ì

Hedging obligations(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 Ì Ì

Payment and performance obligations
under service contracts(3) ÏÏÏÏÏÏÏÏÏÏÏÏ 26 Ì Ì

Total guaranteesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,128 $Ì $Ì

December 31, 2003

Maximum Potential Carrying Amount of
Amount of Future Assets Held as Liability Recorded

Type of Guarantee Payments Collateral on Balance Sheet

(In millions)

Guarantees under Reliant Resources' debt $1,100 $Ì $Ì

Hedging obligations(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 Ì Ì

Total guaranteesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,102 $Ì $Ì

(1) Orion Power Holdings has guaranteed Reliant Resources' March 2003 credit facility and senior secured notes. The related debt

matures at varying dates from 2007 to 2013.

(2) Orion Power Holdings has guaranteed the performance of certain of its wholly-owned subsidiaries' hedging obligations. These

guarantees were provided to counterparties in order to facilitate physical and Ñnancial agreements in fuel and emissions. As of

December 31, 2003, the expiration of certain guarantees was not yet determinable, as they are ongoing. The fair values of the

underlying transactions are included in Orion Power Holdings' subsidiaries' balance sheets.

(3) Orion Power Holdings has guaranteed the payment obligations of certain wholly-owned subsidiaries arising under long-term

service agreements. These guarantees have varying expiration dates. As of December 31, 2002, guarantees with determinable

expiration dates expire over varying year's through December 2014. As of December 31, 2003, the expiration date of certain

guarantees was not yet determinable.

Unless otherwise noted, failure by the primary obligor to perform under the terms of the various
agreements and contracts guaranteed may result in the beneÑciary requesting immediate payment from
Orion Power Holdings. To the extent liabilities exist under the various agreements and contracts that
Orion Power Holdings guarantees, such liabilities are recorded in Orion Power Holdings' subsidiaries'
balance sheets at December 31, 2003. Management believes the likelihood that Orion Power Holdings
would be required to perform or otherwise incur any signiÑcant losses associated with any of these
guarantees is remote.

Together with certain of Reliant Resources' other subsidiaries, Orion Power Holdings is a guarantor of
the obligations under Reliant Resources' Amended and Restated Credit and Guaranty Agreement dated as
of March 28, 2003, subject to certain limitations under the Orion Power Holdings' senior notes. These
limitations limit the amount of Orion Power Holdings' guarantee based on a Ñxed charge coverage ratio,
consolidated tangible assets and a restricted payment ceiling test, under the Orion Power Holdings' senior
notes. Additionally, Orion Power Holdings is the only limited guarantor of the obligations under Reliant
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ORION POWER HOLDINGS, INC.

CONDENSED FINANCIAL INFORMATION
NOTES TO CONDENSED FINANCIAL STATEMENTS Ì (Continued)

Resources' senior secured notes issued in July 2003, subject to the same limitations. None of Orion Power
Holdings' subsidiaries guarantee Reliant Resources' senior secured notes.

Both Reliant Resources' March 2003 credit facility and its senior secured notes restrict Orion Power
Holdings' and its subsidiaries' ability to take speciÑc actions, subject to numerous exceptions that are
designed to allow for the execution of Reliant Resources' and its subsidiaries' business plans in the
ordinary course, including the preservation and optimization of existing investments in the retail energy and
wholesale energy businesses and the ability to provide credit support for commercial obligations. See
note 13(e) to Orion Power's consolidated Ñnancial statements.

(b) Leases

Orion Power Holdings has entered in various non-cancelable operating lease arrangements for oÇce
space and storage space. These leases terminate in 2005. Future minimum payments due under these
leases are as follows (in thousands):

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $340

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 173

$513

Total rental expense for 2001, January 1, 2002 through February 19, 2002, February 20, 2002 through
December 31, 2002 and 2003 was $377,000, $43,000, $275,000 and $445,000, respectively.

(6) Cash Distributions

Orion Power New York, L.P. made cash distributions to Orion Power Holdings in 2001 of $86 million
and in 2002 as part of a reÑnancing, repaid a $60 million revolving senior credit facility on behalf of Orion
Power Holdings, which was deemed a distribution to Orion Power Holdings (see note 7 to Orion Power's
consolidated Ñnancial statements). No dividends or distributions had been made to Orion Power Holdings
by Orion Power New York, L.P. in 2002 or 2003. No dividends or distributions had been made to Orion
Power Holdings by Orion Power MidWest, L.P. or Liberty Electric Power, LLC through December 31,
2003. Orion Power Development Company, Inc. distributed $831,000 to Orion Power Holdings in 2003.
See note 7 to Orion Power's consolidated Ñnancial statements regarding restrictions on cash distributions
from Orion Power Holdings' subsidiaries to Orion Power Holdings.

* * *
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ORION POWER HOLDINGS, INC. AND SUBSIDIARIES

RESERVES
For the Period February 20, 2002 through December 31, 2002 and

the Year Ended December 31, 2003

Column A Column B Column C Column D Column E

Additions

Balance at Charged Charged to Deductions Balance at
Beginning to Other from End of

Description of Period Income Accounts(1) Reserves(2) Period

(Thousands of dollars)

For the Period February 20, 2002 through
December 31, 2002:

Accumulated provisions:

Uncollectible accounts receivable ÏÏÏÏÏÏÏ $ Ì $ 951 $ 989 $ Ì $1,940

Reserves for inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 208 Ì 208

Deferred tax assets valuation ÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 29,714 Ì 29,714

For the Year Ended December 31, 2003:

Accumulated provisions:

Uncollectible accounts receivable ÏÏÏÏÏÏÏ 1,940 6,164 Ì (989) 7,115

Reserves for inventory ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 208 Ì Ì 208

Deferred tax assets valuation ÏÏÏÏÏÏÏÏÏÏÏ 29,714 3,831 Ì Ì 33,545

(1) Charged to other accounts represents obligations established related to Reliant Resources, Inc.'s acquisition of Orion Power

Holdings, Inc. and its subsidiaries.

(2) Deductions from reserves represents losses or expenses for which the respective reserves were created. In the case of the

uncollectible accounts reserve, such deductions are net of recoveries of amounts previously written oÅ.

* * *

F-234



Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

Our chief executive oÇcer and chief Ñnancial oÇcer have evaluated the eÅectiveness of our disclosure
controls and procedures (as such term is deÑned in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934) as of the end of the period covered by this report. Based on such evaluation, such
oÇcers have concluded that, as of the end of such period, our disclosure controls and procedures are
eÅective in alerting them on a timely basis to material information required to be included in our reports
Ñled or submitted under the Securities Exchange Act of 1934.

Changes in Internal Controls

In connection with the evaluation described above, we identiÑed no change in our internal control
over Ñnancial reporting (as such term is deÑned in Rules 13a-15(f) and 15d-15(f) under the Securities
Exchange Act of 1934) during our Ñscal quarter ended December 31, 2003 that has materially aÅected, or
is reasonably likely to materially aÅect, our internal control over Ñnancial reporting.
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PART III

Item 10. Directors and Executive OÇcers.

The information called for by Item 10, to the extent not set forth in ""Executive OÇcers'' in Item 1,
will be set forth in the deÑnitive proxy statement relating to our 2004 annual meeting of stockholders
pursuant to SEC Regulation 14A. Such deÑnitive proxy statement relates to a meeting of stockholders
involving the election of directors and the portions thereof called for by Item 10 are incorporated herein by
reference pursuant to Instruction G to Form 10-K.

Item 11. Executive Compensation.

The information called for by Item 11 will be set forth in the deÑnitive proxy statement relating to
our 2004 annual meeting of stockholders pursuant to SEC Regulation 14A. Such deÑnitive proxy
statement relates to a meeting of stockholders involving the election of directors and the portions thereof
called for by Item 11 are incorporated herein by reference pursuant to Instruction G to Form 10-K.

Item 12. Security Ownership of Certain BeneÑcial Owners and Management and Related Stockholder
Matters.

The information called for by Item 12 will be set forth in the deÑnitive proxy statement relating to
our 2004 annual meeting of stockholders pursuant to SEC Regulation 14A. Such deÑnitive proxy
statement relates to a meeting of stockholders involving the election of directors and the portions thereof
called for by Item 12 are incorporated herein by reference pursuant to Instruction G to Form 10-K.

Item 13. Certain Relationships and Related Transactions.

The information called for by Item 13 will be set forth in the deÑnitive proxy statement relating to
our 2004 annual meeting of stockholders pursuant to SEC Regulation 14A. Such deÑnitive proxy
statement relates to a meeting of stockholders involving the election of directors and the portions thereof
called for by Item 13 are incorporated herein by reference pursuant to Instruction G to Form 10-K.

Item 14. Principal Accountant Fees and Services.

The information called for by Item 14 will be set forth in the deÑnitive proxy statement relating to
our 2004 annual meeting of stockholders pursuant to SEC Regulation 14A. Such deÑnitive proxy
statement relates to a meeting of stockholders involving the election of directors and the portions thereof
called for by Item 14 are incorporated herein by reference pursuant to Instruction G to Form 10-K.
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PART IV

Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K.

(a)(1) Reliant Resources, Inc. and Subsidiaries Financial Statements.

Responsibility for Financial Reporting ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-2

Independent Auditors' Report ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-3

Consolidated Statements of Operations for the Years Ended December 31, 2001, 2002 and 2003ÏÏ F-4

Consolidated Balance Sheets as of December 31, 2002 and 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-5

Consolidated Statements of Cash Flows for the Years Ended December 31, 2001, 2002 and 2003 F-6

Consolidated Statements of Stockholders' Equity and Comprehensive Income (Loss) for the
Years Ended December 31, 2001, 2002 and 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-7

Notes to Consolidated Financial Statements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-10

(a)(2) Financial Statement Schedules.

Schedule I Ì Condensed Financial Information of Reliant Resources, Inc.

Condensed Statements of Operations for the Years Ended December 31, 2001, 2002 and 2003ÏÏÏÏ F-107

Condensed Balance Sheets as of December 31, 2002 and 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-108

Condensed Statements of Cash Flows for the Years Ended December 31, 2001, 2002 and 2003 ÏÏÏ F-109

Notes to Condensed Financial Statements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-111

Schedule II Ì Reliant Resources, Inc. and Subsidiaries Ì Reserves for the Three Years Ended
December 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-116

The following schedules are omitted because of the absence of the conditions under which they are
required or because the required information is included in the Ñnancial statements: III, IV and V.

The following Ñnancial statements are included in this report pursuant to Items 3-10 or 3-16 of
Regulation S-X:

Reliant Energy Retail Holdings, LLC and Subsidiaries Financial Statements.

Independent Auditors' Report ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-118

Consolidated Statements of Operations for the Years Ended December 31, 2001, 2002 and 2003 ÏÏ F-119

Consolidated Balance Sheets as of December 31, 2002 and 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-120

Consolidated Statements of Cash Flows for the Years Ended December 31, 2001, 2002 and 2003 F-121

Consolidated Statements of Member's (DeÑcit) Equity and Comprehensive Income (Loss) for
the Years Ended December 31, 2001, 2002 and 2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-122

Notes to Consolidated Financial Statements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-123

Reliant Energy Mid-Atlantic Power Holdings, LLC and Subsidiaries Financial Statements.

Independent Auditors' Report ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-149

Consolidated Statements of Operations for the Years Ended December 31, 2001, 2002 and 2003 ÏÏ F-150
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EXHIBIT 12.1

RELIANT RESOURCES, INC. AND SUBSIDIARIES

RATIO OF EARNINGS FROM CONTINUING OPERATIONS TO FIXED CHARGES

For The Year Ended December 31,

1999 2000 2001 2002 2003(1)

(In Thousands, Except Ratio Amounts)

Fixed charges:

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ 7,019 $ 16,152 $266,962 $ 516,729

Interest expense Ì aÇliated companies,
net(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,534 172,311 Ì Ì Ì

Capitalized interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,250 34,625 58,720 27,441 84,225

Interest within rent expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 479 10,818 35,174 54,407 66,556

Total Ñxed charges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $14,263 $224,773 $110,046 $348,810 $ 667,510

Earnings from continuing operations:

Income (loss) from continuing operations
before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $11,326 $245,880 $751,498 $229,312 $(822,075)

Loss (income) of equity investments of
unconsolidated subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏ 793 (42,860) (6,771) (17,836) 1,652

Subtotal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,119 203,020 744,727 211,476 (820,423)

Plus -

Fixed charges from above ÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,263 224,773 110,046 348,810 667,510

Amortization of capitalized interest ÏÏÏÏÏ 138 852 2,408 3,844 5,705

Distributed income of equity investees ÏÏÏ Ì 17,929 27,159 2,975 4,400

Less -

Capitalized interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8,250) (34,625) (58,720) (27,441) (84,225)

$18,270 $411,949 $825,620 $539,664 $(227,033)

Ratio of earnings from continuing operations
to Ñxed charges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.28 1.83 7.50 1.55 Ì

(1) For 2003, our earnings were insuÇcient to cover our Ñxed charges by $895 million.

(2) If the net amount for the applicable period netted to interest income, it is excluded from this schedule for purposes of
calculating Ñxed charges.



Exhibit 23.1

INDEPENDENT AUDITORS' CONSENT

We consent to the incorporation by reference in registration statements on Form S-3 (333-107295 and
333-107296) and Form S-8 (333-60124, 333-60328, 333-74754, 333-74790, 333-86608, 333-86610, 333-
86612, 333-98273, 333-101471, 333-101473, 333-106097 and 333-106098) of Reliant Resources, Inc. of
our:

Report dated March 5, 2004 (which report expresses an unqualiÑed opinion and includes an
explanatory paragraph relating to the change in method of accounting for asset retirement obligations,
energy trading contracts, consolidation of variable interest entities, and the change in presentation of
revenues and costs of sales associated with non-trading commodity derivative activities in 2003, the
change in method of presenting trading activities from a gross basis to a net basis, and goodwill and
other intangibles in 2002 and, accounting for derivatives and hedging activities in 2001), on the
consolidated Ñnancial statements and related Ñnancial statement schedules of Reliant Resources, Inc.
appearing in this Annual Report on Form 10-K of Reliant Resources, Inc. for the year ended
December 31, 2003.

Report dated March 5, 2004 (which report expresses an unqualiÑed opinion and includes an
explanatory paragraph relating to the change in method of, accounting for asset retirement obligations,
and the change in presentation of revenues and costs of sales associated with non-trading commodity
derivative activities in 2003, goodwill and other intangibles in 2002, and derivatives and hedging
activities in 2001), on the consolidated Ñnancial statements of Reliant Energy Mid-Atlantic Power
Holdings, LLC appearing in this Annual Report on Form 10-K of Reliant Resources, Inc. for the
year ended December 31, 2003.

Report dated March 5, 2004 (which report expresses an unqualiÑed opinion and includes an
explanatory paragraph relating to the change in method of, accounting for asset retirement obligations,
and the change in presentation of revenues and costs of sales associated with non-trading commodity
derivative activities in 2003, goodwill and other intangibles in 2002, and the application of procedures
relating to certain disclosures and reclassiÑcations related to the 2001 Ñnancial statements that were
audited by other auditors who have ceased operations and for which Deloitte & Touche LLP have
expressed no opinion or other form of assurance other than with respect to such disclosures and
reclassiÑcations) on the consolidated Ñnancial statements of Orion Power Holdings, Inc. as of
December 31, 2002 and 2003 and for the periods from January 1, 2002 to February 19, 2002 and
February 20, 2002 to December 31, 2002 and for the year ended December 31, 2003, appearing in
this Annual Report on Form 10-K of Reliant Resources, Inc. for the year ended December 31, 2003.

Report dated March 5, 2004 (which report expresses an unqualiÑed opinion and includes an
explanatory paragraph relating to, the change in accounting for energy trading contracts and its
presentation of revenues and costs of sales associated with non-trading commodity derivative activities
in 2003 and the change in method of accounting for goodwill and other intangibles, and the change in
method of presenting trading activities from a gross basis to a net basis in 2002) on the consolidated
Ñnancial statements of Reliant Energy Retail Holdings, LLC appearing in the this Annual Report on
Form 10-K of Reliant Resources, Inc. for the year ended December 31, 2003.

DELOITTE & TOUCHE LLP

Houston, Texas
March 5, 2004
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